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THE FUTURE OF PRICES 


JOSEPH J. SPENGLER 
Duke University 


For more than four years, some are saying, America, under the dominance of 
“politicians,” has been pursuing a policy of “too little and too late” in the realm 
of fiscal practice and economic control. In consequence, they add, her economy 
now rests upon a monetary time bomb, the setting off of which can bring about a 
value-erasing and system-distorting explosion of wages and prices. While the 
unifying leitmotif of this paper is the future of prices, it is in no sense an attempt 
at economic horoscope reading. It merely has to do with the genesis of the 
present situation, with its implications—which at times are almost as obscure as a 
verse from Nostrodamus—, and with rectifying measures.! 





I 


In early 1942 selective price control was replaced by statutory price control 
which became fairly complete the following autumn when wages and a number of 
farm prices were subjected to control, and practically complete in the spring of 
1943 when nearly all important but theretofore uncovered items were placed 
under control. The OPA controls constituted only a part of a network of con- 
trols which were established to hold down wages and prices and to sluice pro- 
ductive factors into those economic sectors where they could contribute most 
effectively to the war effort.2 After VJ-day the administration, responding 


1 This paper, given at the February, 1945, meeting of the Southern Economic Associa- 
tion, has since been modified somewhat. We shall make only passing reference to that 
unholy trinity of forees—greed, stupidity, and “‘politics’’—which plays an even more im- 
portant réle in the formation of legislation relating to price and wage controls than in the 
development of legislation dealing with taxes or with tariffs and other profits—protecting 
trade barriers. It is to be hoped that a thorough study will be made of the réles of pressure 
groups (some of which constitute a kind of invisible government, and nearly all of which 
exercise unduly large influence in the formation of price control) , of their operational pro- 
cedures and results, and of the reactions thereto of legislators and bureaucrats (cf. B. U. 
Ratchford, ‘‘Certain Bases of Power Politics,’”’ Southern Economic Journal, XI, 1944, pp. 
20-33). Unlike Lycurgus who (reports Plutarch) sought to defeat the “avarice’’ of the 
Lacedaemonians by commanding “‘that all gold and silver coin should be called in, and that 
only a sort of money made of iron should be current, a great weight and quantity of which 
was very little worth,’ the American defenders of money-depreciating measures appear 
to be interested largely in aims other than checking “avarice.” 

2 For an account of these controls through VJ-day see S. E. Harris, Price and Related 
Controls in the United States, New York, 1945, and Inflation and the American Economy, 
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shortsightedly to the yet more shortsighted demands of various business men and 
politicians, rapidly demobilized most of the wartime controls including nearly all 
of those relating directly to wages and rationing (except of sugar). Although 
almost all OPA price regulations were retained, their effectiveness was reduced by 
the elimination of various complementary and buttressing controls. 

Price control continued nonetheless to be a success throughout 1945, price 
increases resembling those of the preceding year. In Table I we give the in- 
creases, in points per year, registered by several representative price indexes. It 
is evident that the upswing in prices which got underway in 1941 and continued 
into 1942 was greatly slowed down in 1943 and that thereafter prices advanced 
very slowly. During the whole period covered, 1939-45, the BLS cost-of-living 
index rose 30.4 per cent; the all-retail index, 43.1; the farm wholesale index, 94.5; 
and the nonfarm wholesale index, 19.8.3 In general, the consumers’ prices which 
advanced most in the free market period 1939-42 were also the ones which ad- 
vanced most after controls were imposed. The success which attended OPA 


TABLE I 
ANNUAL CHANGE IN Price INDEXES 
(In index points) 




















WHOLESALE PRICE INDEXES 
YEAR BLS RETAIL PRICE 
DECEMBER TO DECEMBER COST-OF-LIVING INDEX 
All Farm Nonfarm 

SSP eee 23 1.9 0.8 2.1 0.2 
a Sere. Pore 9.8 14.9 13.6 25.0 6 
DEE nsdn. ccenceees 9.9 13.0 7.4 19.1 4.4 
I ic hinds walneos oeice's 4.0 5.8 2.2 8.0 0.9 
NOES 3600's. bow toate o's 2.6 4.1 1.5 3.7 i 
1944-45.................. 2.9 3.4 | 2.4 6.0 0.4 











efforts was attributable in part to the use of subsidies which in 1945 held down the 
cost of living about 3.6 per cent. 

The data presented in Table II indicate that prices were much more than 
sufficient to cover costs,‘ and that the major portion of the 1940-45 increase— 





New York, 1945. See also A. P. Haskell ‘‘Price Control: Results and Methods,’’ Survey 
of Current Business, December, 1943, pp. 13-17; S. M. Livingston, ‘“‘The Postwar Price 
Structure,’ ibid., November, 1945, pp. 12-22; the review of 1945 in ibid., February, 1946, 
pp. 1-31; and my ‘‘The OPA, Price Control, and Inflation,’’ South Atlantic Quarterly, 
XLIII, 1944, pp. 111-30. Hereinafter the Survey of Current Business will be designated 
SCB; and the Federal Reserve Bulletin, FRB: and Banking and Monetary Statistics (Wash- 
ington, 1943), BMS. 

’ These price data are computed from the SCB. The BLS cost-of-living index, now 
known as the consumers’ price index, understates the cost-of-living which rose not less than 
36-39 per cent between December, 1939, and December, 1945 (SCB, February, 1946, p. 27). 
The Office of Economic Stabilization has fixed the increase in the cost of living between 
January 1, 1941, and September, 1945, at 33 per cent. In the 15 weeks ending April 20, 1946, 
wholesale prices rose: farm, 7.5 per cent; nonfarm, 4.0. 

4 Corporate profits before taxes rose from 7.4 and 14.5 billions, respectively, in 1940 and 
1941 to about 20, 23, 25, and 22 billions in 1942, 1943, 1944 and 1945. According to a newly 
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about one half of which is the product of price inflation—in national income has 
gone to labor and to agriculture, the groups whose prices have been least subject 
to control.6 Between 1940 and 1945 the net income of agricultural proprietors 
rose 184 per cent despite the fact that agricultural production rose only 18 per 
cent. Whereas they got only 5.6 per cent of the national income in 1940 they 
received 9.7 per cent of the absolute increase. Wages and salaries increased 129 
per cent between 1940, when they constituted 62.6 per cent of the national in- 
come, and 1945, comprising 75.3 per cent of the increase; in the same period, 


although hours worked increased appreciably, nonagricultural employment 
increased only 16 per cent. 


TABLE II 
Gross Natrona Propucr 
National Income and Income Payments* 




















(Billions) 
INCREASE 1940-45 
ITEM 1940 1945 

Absolute Per cent 
Gross national product............... 97.1 197.3 100.2 103.2 
National SIGOMIO. ow 5oi.ccc ces ceescies 77.6 161 83.4 107.5 
Income payments to individuals...... 76.2 160.7 84.5 110.9 
Disposable income................... 72.9 139.7 66.8 91.6 
Consumer expenditures............... 65.7 104.9 39.2 59.7 
Net savings of individuals............ 7.3 34.9 27.6 378.1 
Total compensation of employees. ... 52.3 114.5 62.2 118.9 
Salaries and wages................... 48.6 111.4 62.8 129.2 
Agricultural proprietors’ net income. . 4.4 12.5 8.1 184.1 
Nonagricultural proprietors’ net in- 

WIR oc cak os ree oes Siete is Oe 7.6 13.1 5.5 72.2 
Interest and net rents................ 7.5 11.8 4.3 57.3 
Net corporate profit.................. 5.8 9.0 3.2 55.2 
Corporate dividends.................. 4.0 4.5 0.5 12.5 








* Estimates of Department of Commerce. 


Wage data tell the same story. At the 1945 peak daily farm wages without 
board were 185 per cent above the 1939 average. Average weekly earnings in 
manufacturing were 99 per cent above the 1939 average; in bituminous coal min- 
sng, 119; in building construction, 84; in retail trade, 37.6 In general, real wages 





available study (SCB, April, 1946) corporate profits before taxes approximated 21 billion in 
1945; 24, 25, 21, 17, and 9 in 1944, 1943, 1942, 1941, and 1940. 

5 Data in Table II are taken or computed from SCB, February, 1946, p. 8, and FRB 
February, 1946, p. 191. In 1944 total compensation of employees (116 billions), salaries and 
wages (112.8), and net corporate profits (9.9) were higher than in 1945. 

6 Data taken or computed from the Monthly Labor Review. Given full employment, a 
10-per-cent increase in wage rates above the 1944 level would maintain wage-salary income 
at the 1944 level (R. J. Myers and N. J. Tolles, ‘‘Income From Wages and Salaries in the 
Postwar Period,” ibid., September, 1945, p. 401). Between January, 1939, and April, 
1945, factory payrolls increased 235 per cent, of which increase 28 per cent were attributable 
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rose appreciably in 1939-44, far more than in 1914-1919.7 Non-white-collar 
workers were the major beneficiaries. In 1939 their average annual earnings 
were approximately the same as those of white collar workers; in 1944, having 
risen 95 per cent, they were one-third higher. In March, 1946, average hourly 
earnings in manufacturing were $1.03, just 1.6 cents under the 1945 peak, but 
the work week was about ten per cent shorter. Federal base annual salaries 
now are 8.9-20 per cent above the pre-mid-1945 level; but take-home pay is, in 
most cases, 1-6 per cent lower because of the reduction in hours from 48 to 40. 

The effectiveness of price control in 1946-47 will depend upon the degree to 
which OPA controls are retained and buttressed, and upon the extent to which 
pressure against prices flows out of the demand and the supply sectors of the 
American economy. Were the American economy not already gorged with 
monetary assets and were the money supply itself not comparatively elastic and 
therefore somewhat conducive to elastic price expectations, pressures originating 
in the demand and the cost sectors would quickly exhaust themselves. And were 
the economy free of cumulated pressures from the cost and the demand sides, the 
present surplus of monetary assets would not generate much price-increasing 
pressure. But these several stabilizing conditions do not hold. Quite the con- 
trary: cost, demand, and monetary conditions are separately such, and the 
prospect of their being conjoined is such, that a substantial price inflation is 
possible. 

On the demand side we find something like a 40-60 billion dollar cumulated 
backlog of consumer and other (i.e., inventory, foreign, and capital) demands 
which must be satisfied in the course of the next two or three years in addition to 
the normal annual demands. During the war period inventory shortages total- 
ing about $11 billion have developed,* together with excess export requirements 
aggregating several billion dollars® and unsatisfied private and public capital 





to increased employment, 30 to increases in average straight-time hourly earnings; 8 to 
shifts to higher-wage industries, 24 to longer work-week at straight-time pay, and 10 to 
premium pay for longer work-week (computed from SCB, September, 1945, p. 5). 

7 Average weekly real earnings in manufacturing rose 53 per cent in 1939-44 and 16 per 
cent in 1914-19. Corresponding percentages for bituminous coal mining are 70 and 21; 
anthracite, 48 and 37; steam railroads, 18 and 6; weighted monthly farm, 102 and 18; aver- 
age nongovernmental wage-salary, 34 and —1. These percentages have been obtained 
by correcting the increases in current money wages for decreases in purchasing power as 
measured by the BLS consumers’ price index. Data are from Witt Bowden, ‘“‘War and 
Postwar Wages, Prices, and Hours,’’ Monthly Labor Review, October, 1945, pp. 613-23. 

8 In December, 1945, inventories were as follows in billions of dollars: manufacturers, 
16.6; wholesale, 4.3; and retail 6.1. Granted that sales and shipments will continue at the 
1945 level, and that the ratio of inventories to sales or shipments was satisfactory in 1940 
and 1941, inventories need to be increased in billions as follows: manufacturers, 6.8; whole- 
sale, 1.7; retail, 2.8; all, 11.3, or about two-fifths of the December, 1945, total. Data are 
from SCB, February, 1946, p.32. But see SCB, April, 1946, pp. 7 ff. 

® In 1946 exports will exceed $7.3 billion, which is double the 1940 figure and possibly 
$2-3 billion above imports. Foreign gold and dollar holdings aggregate about $23 billion, 
of which not over $3-$5 billion are likely to be used during the reconstruction period; loans 
and credits authorized or in prospect exceed $14 billion. To these figures must be added 
UNRRA purchases and sales financed through private loans. See SCB, February, 1946, 
pp. 25-26. Foreign demand will be excessive for several years. 
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needs that are several billion dollars in excess of normal.'° To these demands, 
which may exceed $15 billion, must be added consumer demands of about $40 
billion cumulated during the war period. For in 1942-45, when retail sales by 
non-durable stores continued within about two per cent of expectancy as de- 
termined by a linear regression between such sales and disposable income in 
1929-41, retail sales by durable-goods stores fell short of expectancy by about 
$64 billion, while the sale of services fell short by about $24 billion." Although 
these estimates do not indicate with any precision the extent or the character of 
the additions which will be made to current consumer demand by this cumulation 
of nonexpenditures and presumably unsated wants, they do suggest that this 
deferred consumer demand will be directed predominantly against consumer 
durable goods, particularly after 1948 when the present cumulation of textile and 
medical service requirements will have been largely made up. Given a deferred 
demand, as of early 1946, for 10 million automobiles, 2-3 million residential units, 
and about $10 billion of other durables, the backlog of consumer wants may 
aggregate $40 billion or more.” 


10 Private capital formation in the shape of nonresidential construction and producers’ 
durable goods in late 1945 and early 1946 was at an annual rate of about $9.6 billions; it may 
rise to 15, in contrast with 11.4 in 1941. State and local expenditures, about 8 billion per 
year in 1941 and in late 1945, may rise to 9-10 billion in 1946-47. Cp. E. E. Hagen’s esti- 
mates in Jobs, Production, and Living Standards, Washington, 1945, p. 28. Deferred non- 
federal public works may approximate $10 billion (New York Times, March 25, 1946). 

1 The retail figures are obtained by using the regression formulas developed by L. J. 
Paradiso, ‘‘ Retail Sales and Consumer Incomes,’’ SCB, October, 1945, pp. 5 ff. In 1942-45 
according to a later Department of Commerce study, total consumer expenditure for goods 
and services fell short of expectancy based on a line of regression fitted to 1929-40 data by 
about $69 billion; consumer expenditures on nondurable goods corresponded closely to 
expectancy, while those on services and on durables fell short, respectively, about 24 
and 34 billion dollars. See SCB, February, 1946, Charts 2-3, pp. 4-5. S. M. Livingston 
indicates that expenditures for food, alcoholic beverages, tobacco, clothing, and jewelry 
were in line with income in 1942-44 while expenditures for user-operated transportation fell 
short about $22 billion; for housing, about $6 billion; and for durable goods (except auto- 
mobiles and jewelry), about $8 billion (SCB, November, 1945, Charts 5-6, pp.16-17). For 
a critical appraisal of the use of regression formulas to discover future relationships be- 
tween disposable income and consumers’ expenditures and an indication that the propor- 
tion of disposable income saved rises little if at all with income total, see W. S. Woytinski, 
‘Relationship Between Consumers’ Expenditures, Savings, and Disposable Income,” 
Review of Economic Statistics, XXVIII, 1946, pp. 1 ff. 

12 In 1935-41 average annual passenger car production was somewhat above 3 million 
units. Mr. Wilson Wyatt, in his report to the President (see New York Times, February 
9, 1946; also Fortune, April, 1946), stated that by the close of 1946 families needing homes 
will number 2,515,000 and by the close of 1947, 3,195,000. Nonfarm families in 1940-49 will 
increase from 27.7 to 32.3 millions; whence, if demolitions and losses remove 500,000 resi- 
dential units, 5.1 million more will be needed by the close of 1949 than in 1940. By the close 
of 1945 the number of nonfarm residential units added since 1940, when there were 29.7 
million units of which 6.5 per cent were vacant, will slightly exceed 2.7 million. Housing 
continues so short in the face of this practically normal construction because some 
14 million families have migrated since 1940 and because wartime increases in income are 
making most of the nonfarm families in the lower third of the scale ‘‘for the first time in 
history, able to pay for decent housing.’’ Given 1939 housing prices and 1944-45 incomes, 
about 4.6 million residential units will be demanded in addition to the 5.1 million estimated 
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Whether or not these estimated deferred demands will give rise to effective 
demands of equal magnitude depends, particularly with respect to the backlog of 
consumer durables demand, in large part upon whether those who presumably 
postponed making purchases until the war’s end still retain both the necessary 
purchasing power and the desire to purchase." If these various demands totaling 
$40-60 billion are exercised in the near future, they will greatly accentuate 
pressure against prices and, if OPA controls are relaxed, set in motion a powerful 
upward movement of prices. This undesirable outcome can be avoided, how- 
ever, and the period of prosperity can be extended, provide © that price controls 
are continued, that all business inventories are held to a practicable minimum 
until such time as consumers’ inventories are built up, that the still deferable 
portion of the backlog demand for consumer durables is carried beyond 1947, and 
that the temporary expansion of exports and private and public capital formation 
is offset in some measure by private savings slated for subsequent conversion 
into goods. 

Of greater importance than the pressure against price originating in the de- 
ferred demands catalogued above is that being exercised from the cost side. This 
pressure, which has been particularly marked since VJ-day, comes from various 
sources. Typical are the demands of the farm bloc for measures suited to main- 
tain and if possible to elevate farm prices; the demands of the business com- 
munity, ranging from that of the NAM and other groups for the abolition of all 
controls to those of advocates of a higher base period profit level and of higher 
prices and profits for lower-cost goods and low-end lines; and the demands of 





above for 1940-49. See R. Newcomb, ‘Can the Construction Industry Carry Its Immediate 
Share of Postwar Employment?”’ Review of Economic Statistics, XX VII, 1945, pp. 117 ff.; 
also SCB, November, 1945, pp. 8 ff. Harris (Inflation, p. 395) accepts a $20 billion of con- 
sumer durable deferred demand estimate. In 1940-50 6,000,000 families may be added. 

13 There is some evidence to the effect that the desire to purchase is weaker than it was 
at the time the saving was done. A Fortune survey of the people of New York State indi- 
cates that the payroll-savings plan is favored by at least two-thirds of those queried; that 
‘the savings habit . . . is here to stay;’’ that only 11 per cent plan to cash their war bonds; 
and that at least one-fourth plan to use their savings soon, principally to buy homes and 
home improvements and automobiles. ‘‘The backlog of savings cannot be counted on, 
except in a small way, to spark any prolonged buying boom.”’ See Fortune, November, 
1945, pp. 280, 282. The Birmingham and Douglas County surveys referred to below (see 
note 33 below, and FRB, September, 1945, pp. 868-70) indicate that ‘‘at the present time 
the holders of liquid assets in these two areas are not inclined to spend them recklessly.’’ 
Less than one-tenth of the respondents intended to use them for consumption purposes; 
40-66 per cent earmarked them for security purposes; 21-36 per cent, for the purchase of 
permanent assets. Importance attaches to these statements of intention because 77 per 
cent of all the liquid assets were in the hands of individuals who appear to be firm holders. 
See also Woytinski, cited in note 11, above. 

14 For example, were measures such as the farm bloc has supported in recent months 
adopted, the ‘‘parity’’ prices of such commodities as wheat, corn, and cotton would rise 
30-40 per cent while the prices of dairy products would rise 6-12 cents a pound. See New 
York Times, November 12, 1945, November 15, 1945, February 20, 1946, March 10, 1946. 
One of these measures, the Pace bill, would increase consumer food costs 15 per cent, it is 
estimated. 
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strategically situated and powerful labor groups for increases in straight-time 
hourly earnings sufficient to maintain weekly earnings at the wartime level if not 
to raise them above that level. These pressures against costs, powerful in them- 
selves, are accentuated by a number of transient circumstances of which the fol- 
lowing are perhaps most important: this being a critical election year, “political 
expediency”’ is in the saddle and both governmental officials and national legisla- 
tors, particularly the latter, are more prone than usual to give favorable ear to the 
demands of organized pressure groups seeking preferential treatment with 
respect to price, fiscal, and related matters; the prospective victims of inflation 
remain ineffectively organized. 

Pressure against prices from the cost side was aggravated after VJ-day by 
the eventually successful effort to remove the excess profits tax, by the almost com- 
plete removal of direct wage controls, by President Truman’s endorsement 
(October 30, 1945) of substantial wage increases as necessary to offset an esti- 
mated $20 billion cut in wages and salaries; by an OWMR report and a Depart- 
ment of Commerce report that industry could absorb a 24-25 per cent wage 
increase; and by a great increase in strike-supported demands for higher hourly 
wage rates. The August 18 Executive order, while it permitted voluntary wage 
increases to the extent that price ceilings were not endangered, allowed wage 
advances requiring price increases only when necessary to correct substandard 
pay scales, to relieve inequities, or to secure manpower and stimulate production. 
To this list of allowable wage advances which was continued in substantially un- 
changed form by the subsequent October 30 Executive order, the latter order 
added wage increases to the extent necessary to make the total increase in given 
average straight-time hourly earnings between January 1, 1941, and September, 
1945, equal to the 33 per cent increase in the cost of living in this same period. 
The October order provided also that employers who made unapproved wage 
increases might (usually after six months) apply to OPA for price relief. Under 
this as under the preceding order, however, price relief could be obtained following 
a wage increase only if the applicant’s total cost situation justified such relief. 
In his October 30 address President Truman declared, as he had after VJ-day, 
that ‘‘wherever price increases would have inflationary tendencies, we must above 
all else hold the line on prices.” 

Meanwhile the OPA was continuing into the reconversion period its well tested 
“eost-absorption policy” which provided that cost decreases must be balanced 
against cost increases; that, insofar as is possible and consistent with the Emer- 
gency Price Control Act, cost increases at the producer or some other level must 
be absorbed at that level or at later producer and/or distributive levels; and that 
price increases making for cost-of-living increases are not to be passed on to the 


15 The OWMR report indicated that repeal of the excess profits tax would make possible 
absorption of 10 per cent of the proposed 24 per cent increase in wages. Tax cuts, it is esti- 
mated, will reduce corporate profits taxes $3.14 billion and personal income taxes $2.65 
billion. However, in 1945 only about one corporation in nine made enough profits to be 
subject to the tax. See B. U. Ratchford, ‘‘The Federal Excess Profits Tax’’, Southern 
Economic Journal, XII, 1945, pp. 1-16, 97-115. The OWMR report was never officially 
published; the other report was later repudiated. 
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consumer if they can be absorbed earlier. Specifically this policy still provided in 
early 1946: (a) that existing prices be maintained so long as industries and trade 
make not less than their normal—usually their 1936-39—profits before taxes; 
(b) that industries making multiple products recover at least their out-of-pocket 
costs on all individual products, even when their overall earnings exceed prewar 
profits; (c) that trades recover at least their expense rates on the sale of all indi- 
vidual products, even when their overall earnings exceed their prewar earnings 
(save where traditionally the margin has been lower); and (d) that distributive 
trades handling such products as automobiles and electrical household appliances 
receive not less than their actually realized prewar gross earnings. In the case of 
consumer durables, for example, where new prices at the producer level usually 
have been arrived at by adding 1936-39 pre-tax profit margins to 1941 costs 
adjusted for legal increases in basic wage-rate schedules and in the prices of 
materials and parts, only a part of the increase in costs has been passed on to the 
consumer in the form of a higher price, part having been absorbed along the 
way. As of April 1, 1946, the OPA liberalized its cost-absorption policy to per- 
mit distributors to pass on to consumers upward individual adjustments at the 
manufacturer’s level; but they were required, as in the past, to absorb industry- 
wide adjustments. Whether the cost-absorption policy may be pursued after 
June 30, 1946, depends upon the final draft of the price control extension bill. 

This half-free, half-slave system of control was no more able to stand fast in 
late 1945 than in early 1942 when wages and farm prices were not yet subject to 
control. In nearly all the strategic sectors of the economy and in many others 
labor was pressing or getting ready to press for large increases in late 1945 and 
early 1946, increases which industry allegedly could not grant without price 
increases. It soon became apparent that the removal of wage controls had been a 
grievous error, and that they must be reinstated. Accordingly, on February 14 
President Truman issued a new executive order and accompanied it with a state- 
ment in which he said in part: 


I am modifying our wage-price policy to permit wage increases within certain limits 
and to permit any industry placed in a hardship position by an approved increase to 
seek price adjustments without waiting until the end of a six months test period, as 
previously required. 

... The immediate price relief in such cases must be conservatively appraised .... 
The program is not to be interpreted as permitting indiscriminate wage increases .. . 


The new order liberalized the standards for the approval of wage increases in the 
light of which price relief might be applied for, but at the same time it brought 
wage and salary increases back under substantial control by providing that, ex- 
cept under stipulated but not highly significant conditions, such increases, if not 
approved by the National Wage Stabilization Board or other designated body, 
may not be considered in determining price and rent ceilings, utility rates, or 
costs under Government contracts. The new order provides primarily for in- 
creases to correct gross inequities and substandards of living, to offset the 33 per 
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cent increase in cost of living since January 1, 1941, and to bring existing wage 
rates in line with the wage patterns of particular industries or labor-market areas. 

What this new order means in terms of wage increases is not yet (April, 1946) 
wholly apparent. Increases centering around 18-183 cents an hour, or 15-20 
per cent, were granted to workers in the automobile and related industries; while 
higher increases are presently being demanded by certain groups (e.g., railway 
brotherhoods, coal miners, West Coast longshoremen). Mr. Bowles, the Eco- 
nomic Stabilization Director, has declared that the 183-cents-an-hour increase 
does not constitute a rate applicable throughout the nation; actual increase 
patterns will vary with industry and locality. In his January budget message 
the President reported that in the five months elapsed since August 18, increases, 
averaging 10-15 per cent, had been granted to more than one-fifth of all non- 
agricultural and nongovernmental workers. In his sixth report, WMAR 
Director John W. Snyder reported that more than 9 million workers had received 
wage increases in the first 7} months following VJ-day. 

It is not yet clear how much living costs will be increased by this order, or by 
the growing emphasis upon price decontrol and upon “incentive” pricing—i.e., 
the granting of price increases to producers to induce them to turn out more es- 
sentials and low-price goods and fewer relatively more profitable high-price 
goods. Although the OPA’s definition of hardship last March suggested a 
determination to hold the price line, and existing price-cost relationships indi- 
cated the possibility of considerable cost absorption, the Government appeared 
willing to acquiesce in some inflation, Mr. Bowles putting the probable increase 
in living costs under the new policy in 1946 at 5 per cent, and Mr. Marriner 
Eccles, at 10 per cent.!7 Eventually at least three price-increase-checking condi- 
tions will become operative. Several years hence a cyclical downward movement 
will develop in the nonagricultural portion of the economy. Then if not earlier 
agricultural surpluses will probably develop and somewhat diminish farm prices 
and (since farm wages move with farm prices) farm wages. Although one study 
reveals an average increase of only about 7 per cent in 1939-44 in output per man- 


16 In mid-April 85 per cent of all food items and 95-98 per cent of all consumer goods (in 
dollar value), but only 8 per cent of all industrial machinery and capital goods, remained 
under control; on most other items ceilings were suspended rather than removed (Time, 
April 22, 1946, p. 81). By mid-March OPA had granted nearly two hundred industry-wide 
increases ‘‘beyond the minimum required by law for the sole purpose of encouraging pro- 
duction of essential items,’’ Mr. Geoffrey Baker reported (New York Times, March 19, 
1946). About 5,000 price increases were granted in the 6-7 months following VJ-day (Con- 
sumer Report, March, 1946, p. 59). For political reasons the principle of cutting relatively 
high prices has not often been applied. 

17**Few observers doubted that a ‘moderate’ inflation had become the Government’s 
policy,” reported W. H. Waggoner (New York Times, Section 4, March 17, 1946). In 1944, 
according to an OPA study, corporate profits after taxes were 150 per cent above the 1939 
level. Corresponding percentages for unincorporated firms were: manufacturers, 126; 
wholesalers, 111; retailers, 125. Presumably an overall 20 per cent wage-salary increase 
above the VJ-day level should have called for an increase of no more than 10-11 per cent, 
if that, in the cost-of-living. 
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hour in 24 nonwar industries, it is expected that in many industries output per 
man-hour will move 15-25 per cent above the 1939 level in 1946-47 following 
reconversion and the adjustment of labor-management differences. If this ex- 
pectation is realized, and labor costs fall, the stage may be set for price 
reductions.'® 

The discussion in this section has been based upon the premise that OPA con- 
trols will be continued until mid-1947, a premise supported, at the time of writ- 
ing, by the demand of a considerable majority of the American people for the re- 
newal of the War Powers Act and the extension of the price control act, and by 
the recommendation of the House Special Committee on Postwar Economic 
Policy and Planning that this be done. On April 17, however, the House 
amended the Price Control Extension Bill in such wise as, according to OPA 
Administrator Paul Porter, almost ‘‘to repeal... price control.” The House 
bill, assuming that rents continue unchanged, it has been estimated, would soon 
generate an increase of nearly three-tenths in the cost of living. Such an in- 
crease, of course, would place rent controls in jeopardy, encourage withholding, 
bring about a new wave of strikes, and stimulate further price increases. For 
these reasons and because of the widespread condemnation of the action of the 
House, it is possible that the Senate will pass a bill much stronger than that 
passed by the House and that the latter body will accept this bill; but the bill 
finally passed will be weaker than that now in effect. 

Should fairly satisfactory controls be continued after June 30, and should they 
be enforced effectively,’® they should not be looked upon as substitutes for the 
removal of the basic source of inflationary pressure, namely, too much money. 
They should be looked upon as a stop-gap device suited to conduct the economy 
through the reconstruction and inventory-replenishing period and to permit the 
adoption of appropriate monetary and fiscal policies. 


II 


The inflationary pressure to which the American economy is now subject is 
attributable to the 280 per cent increase in money and liquid assets which has 
taken place since 1939, an increase traceable to the Federal Government’s failure 
to raise enough funds through taxation and to the economy’s lack of enough goods 
to draw from income recipients all their disposable income.”® Taxation supplied 


18 Concerning postwar agriculture see T. W. Schultz, Agriculture in an Unstable Econ- 
omy, New York, 1945, pp. 5 ff. Productivity in manufacturing is discussed in Harris, In- 
flation (chaps. 6, 27) and at times in the Monthly Labor Review. 

19 In times of peace an agency such as the OPA loses much of its trained personnel; the 
population at large is less prone to observe controls; and enterpreneurs, since they are no 
longer subject to high excess-profits taxes, are more disposed to push prices up. At present, 
however, some business men are urging that business exercise ‘‘extreme restraint”’ in its 
pricing policies, ‘‘even at the expense of normal profit margins’’; others are expressing fear 
of a consumers’ strike; and many are asking for the retention of effective controls. If these 
sentiments are dominant they will strengthen whatever controls are in effect. See note 90. 

20 The makeshift financing methods which always accompany major wars have been 
primarily responsible for the dance of the dollar, according to the late N. J. Silberling. 
‘*The dollar dances about most wildly when the monetary and credit system is subject to 
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just over two-fifths of Federal governmental expenditures during the war period, 
inflationary borrowing providing about two-fifths of the balance.”! 

During the calendar years 1940-45 national income aggregated 769 billion 
dollars. Of the 747 billion distributed to individuals, 73 were paid out (largely) 
in taxes, 517 were spent upon consumer goods and services, and 157 were saved.” 
According to SEC estimates about nine-tenths of these savings assumed the 














TABLE III 
Liquip AssETs IN THE UNITED States, 1927-1945." 
alin U S. INTEREST-BEARING GOVERNMENT DEBT 
¥ SIDE BANKS & TIME (2) PLUS ounance 
— paca ere manna DEPOSITS (3) pene Total ~ 4 Bee Insurance| Other 
& vu. s.) ae ote damn ered Cos. investors 
(1) (2) (3) (4) (S) (6) (7) (8) (9) (10) 
1927 25.8 26.5 52.2 9.8 18.3 0.8 5.8 b 11.7 
1928 26.2 28.5 54.7 10.9 17.3 0.9 6.2 b 10.3> 
1929 26.7 28.6 55.2 11.9 16.6 0.9 5.7 b 10.0% 
1937 31.4 25.9 57.3 19.0 40.5 3.6 19.5 5.0 12.4 
1939 34.2 26.8 60.9 21.8 45.3 5.9 21.3 5.9 12.3 
1944 100.5 35.7 | 136.2 32.6 | 201.1 19.1 90.7 17.3 74.0 
1945 | 118.5 44.3 | 162.8 [33.3] | 256.8 24.9 115.4 22.7 93.7 
1945 | 126.5 48.5 | 175.0 [34.2] | 276.3 27.0 125.0 24.1 | 100.1 





























* For sources see note 26. Data are as of June 30, except in last line which relates to 
December, 1945. Brackets indicate estimates. 

> Before 1932 insurance company holdings are included under ‘‘other investors.”? In 
1932, 1933 and 1934 insurance company holdings totaled 900, 1250, and 2050 million; life 
insurance holdings totaled 358, 722, and 1529 million in these years, and 385, 329, and 268 in 
1927-1929. See Survey of Current Business Supplement, 1942, p. 68. 


form of cash and United States war bonds, while about one-tenth went into 
private insurance.” 


Liquid asset holdings for certain years are given in Table III. Between mid- 





the political pressures of war and the makeshift financing methods that always seem to ac- 
company war emergencies, except where dictatorship prevails. If this one factor had been 
completely removed from the course of our business history, almost all the instability in the 
purchasing power of the dollar would have been eliminated!’’ (His italics.) See his Dy- 
namics of Business, New York, 1943, p. 101. 

21 FRB, February, 1946, pp. 114 ff., and November, 1945, pp. 1091 ff. In 1941-45 of the 
363 billion dollars raised by the Treasury, taxation supplied 155; the banking system, 95, 
of which about 7 came from mutual savings banks; and nonbanking sources, about 113 
(SCB, February, 1946, p. 29). But see 7’reasury Bulletin, April, 1946, pp. A-11 ff. 

22 Data from SCB, February, 1946, p. 8, January, 1946, p. 4, April, 1944, p. 13. 

23 For the period 1940 through September 30, 1945, according to the estimates of the 
Securities Exchange Commission, the liquid savings of individuals approximated $151 
billion. Savings in the form of currency and bank deposits totaled 65.9 billion dollars; 
savings and loan association holdings, 3.2; private insurance, 15.5; government insurance, 
18; United States government bonds, 50.4. See SEC Statistical Series Release No. 757, 
January 10, 1946. Net corporate working capital increased 107 per cent to $51 billion in the 
69 months ending September 30, 1946 (zbid., No. 758, February 13, 1946). 
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1939 and the close of 1945 demand deposits plus currency™ outside banks in- 
creased about 270 per cent, while all deposits, together with outside currency, 
grew about 187 per cent. Life insurance cash values rose about 57 per cent; 
interest-bearing government debt, about 510 per cent; and government debt 
held by “other investors” (largely individuals, trusts, endowment funds, and 
nonfinancial corporations), about 714 per cent.” 

Although the expansion of economic activity after mid-1939 called for some 
increase in currency and bank deposits, probably only a minor fraction of the 
recorded increase can be justified on this score. More than half of this increase 
must be attributed to the Milquetoast tax program of a congressional majority 
that was always content—sometimes belligerently so—with less than enough, 
and to the inability of the Federal Government to swap its securities for much 
more than three-fifths of the surplus above expenditures generated elsewhere in 
the economy.””? Had the Congress, acting in accordance with the elementary 


24 Currency outside banks has increased about $20.8 billion, or about 347 per cent, 
whereas demand deposits have increased only 254 per cent. In view of the circumstances 
giving rise to this comparatively great increase in currency, it is to be expected that a con- 
siderable part of it will return to the banks in the months ahead. See G. L. Bach, ‘‘Cur- 
rency in Circulation,” Federal Reserve Bulletin, April, 1944, pp. 318-28; also E. C. Simmons, 
‘*An Analysis of Factors Affecting the Volume of Currency in Circulation,’’ Michigan Acad- 
emy of Science, Arts, and Letters, XX1, 1938, pp. 255 ff.; J. W. Angell, The Behavior of Money, 
New York, 1936, chap. 2. See also note 49. 

25 Since time deposits sometimes did duty as demand deposits in the 1920’s, the volume 
of bona fide time deposits was somewhat less in the 1920’s than the figures reported; or, the 
volume of ‘‘demand’”’ deposits was somewhat larger than reported. See J. W. Angell, 
Investment and Business Cycles, New York, 1941, p. 144n; L. W. Towle, ‘‘Time Deposits and 
Price Stability, 1922-1928,’’ American Economic Review, XXV, 1935, pp. 653-60; also note 
65 below. 

26 Unless otherwise indicated data are from FRB and, for earlier years, from BMS. 
For recent data on life insurance cash values see SCB, and for earlier data see A. G. Hart, 
‘*Postwar Effects To Be Expected from Wartime Liquid Accumulations,”? The American 
Economic Review, Proceedings, XXXV, May, 1945, p. 330. 

27 According to Mr. D. W. Bell (see Treasury Bulletin, December, 1945, pp. A-1 ff.) in 
the five years July 1, 1940 to June 30, 1945, $833 billion were spent in the United States, of 
which the Federal Government spent 39 per cent, or $323 billion. The Federal Government 
raised $133 billion, or 41 per cent, of this amount through taxation, and borrowed the re- 
maining $190 billion. Meanwhile individuals, corporations, and state and local govern- 
ments collected $700 billion and spent $510 billion, thus realizing a surplus just equal to the 
Federal Government’s deficit, namely, $190 billion. Accordingly, had these income-re- 
ceiving units been willing to exchange their aggregate $190 billion surplus for $190 billion 
worth of government bonds and notes, the Federal Government would not have had to call 
on the banking system to create any credit. These income receiving units chose however, 
to purchase only about $121 billion of war bonds and notes (individuals took 49; corporations 
and associations, 27; insurance companies and savings banks, 22; and governmental trusts 
and agencies, 23), and to hold the remainder of their savings in the form of currency and 
bank deposits ($18 billion in currency; $38 billion in demand deposits; and $12 billion in 
time deposits). Because these individual and non-banker savers insisted on having about 
$68 billion of currency and deposits, the Federal Government had to deliver to the com- 
mercial and Federal Reserve banks a corresponding amount of its securities in exchange for 
$68 billion of currency and deposits for subsequent transfer to individual and non-banker 
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implications of a war for national survival, imposed higher taxes and an effective 
compulsory savings program, the volume of money outstanding would be much 
lower and the danger of monetizing part of the post-1941 government debt would 
be much less. 

The distribution of liquid assets has changed since 1939, some groups having 
increased their holdings more than other groups. Data for certain classes of 
holders are given in the first six columns of Table IV.2* The greatest relative 
increase in aggregate holdings in 1940-45 was that experienced by unincorporated 
business, which led in percentage increase in time deposits and was second in 
percentage increase in currency, demand deposits, and government securities. 
Nonfinancial corporations led in percentage increase in government security 
holding, but ranked third in overall percentage increase. ‘Other personal” led 
in percentage increase in currency and demand deposits holdings and was second 
in percentage increase in time deposits holding, but ranked only third in overall 
percentage increase. Trust funds and nonfinancial corporations registered the 
lowest relative increases by type of asset; trust funds ranked second, however, in 
overall relative increase. The figures in the last two columns are discussed 
below. 

There is some evidence to the effect that the 1945 distribution of monetary 
assets is more equal and more favorable to the propensity to spend than was the 
1940 distribution. The demand deposits in the hands of individuals and un- 
incorporated business increased relatively more in 1940-45 than did those in the 
hands of corporations and trust funds (see Table IV) which, as a rule, carry larger 
average balances than do individuals and noncorporate enterprises.2® Further- 





savers, together with an additional $20 billion of its securities in payment for the approxi- 
mately $20 billion of unspent bank deposits which had been placed at the disposal of the 
Federal Government by the banks. In the last six months of 1945 demand deposits and 
currency outside banks increased $7.8 billion and time deposits $4.2 billion; loans in- 
creased over $2.4 billion, and holdings of government securities, $7.6 billion. See note 21. 

28 Columns 1-4 are taken from the FRB February, 1946, p. 143; the remaining columns 
are derived. ‘‘Figures for banks, insurance companies, building and loan associations, 
and governmental bodies and agencies are not included in the totals shown.’’ See zbid., 
June, 1945, p. 532. The estimates given cover practically all time deposits and currency 
outstanding, nearly all relevant government securities, and about four-fifths of adjusted 
demand deposits. 

The last column is arrived at as follows: The required holdings of currency, demand 
deposits, and time deposits, respectively, for financial corporations, nonfinancial corpora- 
tions, unincorporated business, trust funds, and ‘‘other personal’’ are assumed to equal the 
1945 holdings, or two times the 1939 holdings, whichever is lower. The excess for each type 
of asset is the difference between the estimated required holding and the reported 1945 
holding. The estimated excess of government security holdings is arrived at in the same 
manner except that the 1939 holding is multiplied by three. It is assumed that trust funds 
and ‘‘other personal” can and will hold the U. 8. Government securities reported for 1945. 
The figures in brackets are sums of the estimated excesses. The excesses reported in the 
next to the last column are arrived at in like manner, with 1940 serving as the base year. 

29 On July 31, 1944, 70 per cent of noncorporate and 15 per cent of corporate accounts con- 
tained less than $25,000. Corresponding percentages for other classes of account holders 
were: all nonfinancial business, 28; manufacturing and mining, 12; public utilities, 1; trade, 
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TABLE IV 
EstTIMATED Liquip Asset Ho.ipines or INDIVIDUALS AND BUSINESS* 


{In billions of dollars] 





INCREASE 1940-45 | E*CESS HOLDINGS 
1939 | 1940 1945 [BILLIons] 
(DEC.) | (DECc.) (DEC.) 























Billions | Per cent Benes on aa 
ene CS ee be eee ee 
AES SAE Sarees. 5.8 | 6.6] 26.0; 19.4 | 293.9 | [13.2] | [14.8] 
Demand deposits.................| 20.9 | 24.4 | 61.4] 37.0] 151.4 | [14.0] | [20.4] 
Time deposits.................++.| %.3 | 29 | 46.2] 21.3 79.2 0 0 
U. S. Govt. securities............] 12.1 | 12.5 | 89.7 | 77.2 | 617.6 | [25.3] | [24.2] 
Financial Corps.—Total®.......... ia) es 4.9 3.0 | 157.9 1.1) [1.1] 
Demand deposits................ Lei fe 2.2 0.9 69.2 0 0 
NE Ge nds eseietiins 0.1; 0.1 0.1 0 0 0 0 
U. S. Govt. securities........... 0.5] 0.5 2.6 2.1} 420.0 ‘2 2.2 
Nonfinancial Corps.—Total>....... 11.6 | 13.2 | 47.1 | 33.9 | 256.8 | [20.4] | [23.3] 
CI een ogo 5 ocean wags 0.7 | 0.7 1.0 0.3 42.9 0 0 
Demand deposits................ 8.7 | 10.6} 25.1] 14.5] 136.8 3.9 ut 
De GI 5 oo.kien isc cess cde 0.6) 0.6 0.6 0 0 0 0 
U.S. Govt. securities............ 1.6] 1.3 | 20.4] 19.1 | 1553.8 | 16.5 15.6 
Unincorporated business—Total...| 6.4 | 7.2 | 27.8] 20.6] 286.1 | [11.5] | [14.1] 
I aa enna 0.9] 1.0 3.9 2.9 | 290.0 1.9 2.1 
Demand deposits................ 3.1} 3.8] 10.5 6.7 | 176.3 2.9 4.3 
fe re 1:3) 1.3 2.4 ee 84.6 0 0 
U.S. Govt. securities............) 1.1] 1.1] 11.0 9.9 | 900.0 v.40 a 
Trust funds—Total*............... | 4.5| 4.6] 16.5] 11.9 | 258.7 0 0 
Demand deposits................ 1.2] 1.3 1.6 0.3 23.1 0 0 
‘TUNO GOPOBIES..... ......0. ccc eses 0.2] 0.2 0.2 0 0 0 0 
U. 8. Govt. securities............| 3:1] 3.1] 14.7] 11.6] 374.2 0 0 
Other personal—Total............. 40.9 | 43.5 | 129.0 | 85.5] 196.6 | [18.5] | [21.1] 
A eee. 4.2) 4.9) 21.1] 16.2 | 330.6 11.3 | 12.7 
Demand deposits................ 6.8 | 7.4] 22.0| 14.6| 187.6 7.2 8.4 
ee 24.1 | 24.7 | 44.9 | 20.2 81.8 0 0 
U. 8S. Govt. sccurities............ 5.8 | 6.5 | 41.0 | 34.5 | 530.8 0 0 











* See note 28 for source. 

> Excludes nonprofit associations. 

¢ Includes only amounts administered by corporate trustees. 
4 Includes holdings of farmers and professional persons. 


more, individuals and unincorporated businesses rank highest in percentage 
increase in currency and time-deposit holdings and next to highest in percentage 
increase in government debt holding. 

Unfortunately the data presented do not reveal much about the distribution, 
by income class, of individually owned liquid assets; nor is there much informa- 
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tion available. More than a year ago it was suggested that about seven-tenths 
of the post-1941 increase in individually owned liquid assets were held by indi- 
viduals with incomes under $5,000 and, as a rule, over $2,000.2° While some 
studies suggest that the lower income classes have accumulated a considerable 
amount of liquid assets,*! others suggest that families, particularly urban families, 
with incomes under $2,000 have not increased their liquid asset holdings as much 
as one might infer from the comparative increase of the incomes of the more and 
the less well-to-do in 1940-45.” Proponents of the latter view find support for 





57; other nonfinancial, 52; all financial business, 28; insurance companies, 12; other financial, 
37; personal, 85; trust funds, 8; nonprofit associations, 50; foreign accounts, less than 7, 
Computed from FRB, November, 1944, p. 1074. Between December, 1941, and July 31. 
1945, demand deposits by certain classes of holders increased in per cent as follows: manu- 
facturing and mining, 84; public utilities, 26; trade, 137; other nonfinancial, 41; insurance 
companies, —5; other financial, 28; personal, 140. During the two years ending on July 
31, 1945, farmers’ holdings increased 58 per cent to 5.2 billions; the holdings of nonfarmers, 
42 per cent to 17.8 billions. Computed from zbid., April, 1945, p. 333, and November, 1945, 
p. 1100. 

Comparison of 1935 and 1945 demand-deposit holdings suggests that individuals and non- 
financial enterprises have swelled their accounts relatively more since 1935 than have finan- 
cial enterprises. For 1933 and 1935 data on holdings see L. Currie, ‘‘The Economic Dis- 


tribution of Demand Deposits,”’ Journal of the American Statistical Association, XXXIII, 
1938, pp. 319-26. 


30 FRB, October, 1944, pp. 957-58. 

31 A survey (Fortune, August, 1945, p. 257) last year revealed that the following per- 
centages of the economic classes given could maintain their plane of living for at least six 
months out of their various savings even though all income was stopped: total, 49.2; pros- 
perous, 82.1; upper middle, 69.9; lower middle, 47.4; poor, 28.8; Negroes, 25.9. A survey of 
the people of New York State indicated that of those queried the following percentages had 
savings of the kind stipulated: war bonds, 84.3; life insurance policies, 74.2; savings bank, 
60.3; checking account, 39.8; securities, 22.3; pension claim, 16.8; thrift account, 14.3; 
savings and loan association, 11.3; credit union, 4.8; other savings, 5.0; no savings, 7.9. 
War bonds were held by 62.5 per cent of the poor and by 94-96 per cent of the white-collar, 
professional, and executive classes. Checking accounts and securities were held by 84.9 
and 77 per cent respectively of the prosperous class. Corresponding percentages for the 
upper middle class are 72.8 and 42.2; lower middle, 32.9 and 14.1; poor, 9.4 and 3.4. See 
Fortune, November 1945, p. 280. Recently the Life Insurance Companies of America re- 
ported that 37 million income receivers—about 72 per cent of all who received income in 
1945—owned Series E government bonds and that a major portion of the $30 billion out- 
standing was held by persons earning $5,000 a year or less. Nonfarm dwellers owned 85 
per cent. Three-quarters of urban income receivers owned E bonds, their holdings aver- 
aging $610. Sixty per cent of all farm income receivers owned E bonds with an average 
ownership of $490. See New York Times, February 25, 1946, p. 29. Some 13 million persons 
making under $100 a month bought around $2.9 billion in E bonds, according to Treasury 
estimates (ibid., March 28, 1946). 

32 As we have already indicated (Table II) wages and the net income of agricultural 
proprietors underwent the greatest relative increase. In early 1945 average weekly factory 
earnings were about 100 per cent above the early 1939 level, with about two-fifths of the 
factory workers earning over $2,000. See SCB, September, 1945, pp. 4 ff., April, 1944, p. 
14; Monthly Labor Review, September, 1945, pp. 530, 531; Journal of the American Statistical 
Association, XXXIX, 1944, p.471. In 1944, 42 per cent of city families received over $3,000 
after taxes; 19 per cent received $1,500 or less; 11.9 received $1,500-2,000 and 27.1 received 
$2,000-3,000. See D. S. Brady, ‘‘Expenditures and Savings of City Families in 1944,” 
Monthly Labor Review, January, 1946, p. 2. 
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their conclusion in an early 1945 survey of liquid asset holdings in Birmingham, 
Alabama, and Douglas County, Illinois. Some of the findings are summarized in 
Table V.* Only 40 and 76 per cent, respectively, of the Birmingham respond- 
ents earning under $25 and $25-$34 weekly had accumulated some liquid assets. 
For Douglas County the corresponding percentages for nonfarm respondents 
were 61 and 83; for farm, 94 and 95. In Birmingham only 4 and 15 per cent, 
respectively, of the liquid assets were held by persons in the under-35 and under- 
55 dollar income class. For Douglas County the corresponding percentages for 
the nonfarm population were 17 and 39; for the farm, 12 and 24. These survey 
findings do not permit much generalization, however, for the sample is small (814) 
and the population surveyed is by no means representative of the nation as a 


TABLE V 
DISTRIBUTION OF Liquip Asset HoLpINGs 
(In per cent)* 











INCOME cLass? 
TYPE OF ASSET 
Under $35 Under $55 Over $87 
War Bonds B 3 19 52 
DNF 16 38 16 
DF 13 24 46 
Demand Deposits B 2 7 80 
DNF 14 32 31 
DF 14 25 43 
Time Deposits B 8 23 44 
Total Liquid Assets B 4 15 58 
DNF 17 39 21 
DF 12 24 45 

















* Computed from op. cit., p. 866. BB = Birmingham; DNF = Douglas nonfarm; DF = 
Douglas farm. : 


> Farm population income classes are under $1500; under $2500; over $4000. 


whole. The expenditure of accumulated monetary and other liquid assets since 
VJ-day by workers on prolonged strikes has served to reduce the holdings of 
wage-earners below the August, 1945, level. 


Unless appropriate measures are taken to restrict bank credit expansion, it is 


33 See FRB, September, 1945, pp. 866, 867. In late 1944, on the basis of the data then 
available, Professor R. A. Lester concluded that ‘‘little, if any, savings in spendable form” 
had been accumulated by 25-33 per cent of the wage earners’ families in this country. See 
Providing For Unemployed Workers in the Transition, New York, 1945, p. 25. 

In 1944, according to D. 8. Brady (see preceding note), very little saving was done by 
city workers with family incomes under $2,000 after taxes. Families with incomes of $2,000 
and over saved nine or more per cent, of which over half went into war bonds. The dis- 
savings of families with incomes under $1,500 greatly exceeded their war bond purchases. 
War bond purchases and dissavings for families with $1,500-2,000 aggregated $117 and $170, 
respectively. 














niu sumone 














THE FUTURE OF PRICES 17 


probable that the nation’s money supply will rise above the $127 billion level of 
last December, and it is certain that the inflationary potential will increase 
appreciably. Pressure to increase the money supply comes from two sources: 
(a) the demand of business firms and consumers for bank credit; and (b) the 
demand of the government for bank credit to meet expenditures which it cannot 
provide for out of tax revenue or through the sale of securities to bona fide savers. 
Pressures of this sort could easily add $10—$25 billions to the money supply by 
late 1947. 

Although the money supply did not increase during the first two months of 1946 
it is probable that business and consumer credit demands will eventually lead to 
further credit expansion. Member bank loans increased 17 per cent in the last 
six months of 1945 and 40 per cent in the two years 1944-45. Presumably, 
commercial, industrial, and agricultural borrowings will expand the total in 1946 
and generate demand deposit increases. Consumer credit, which in late 1945 
was about $3.3 billion below the 1941 level, increased about $900 million in 1945; 
it will tend to expand appreciably as the supply of durables increases, should the 
present clamor for the relaxation of consumer credit controls be heeded.* 

In December, 1945, the interest-bearing government debt aggregated $276 
billion, of which U. S. Government agencies and trust funds held $27 billion; 
Federal Reserve banks, 24; commercial banks, 90; mutual savings banks, 11; 
insurance companies, 24; and “other investors”, 100. While the continuing 
maturation of government securities—in the year ending March 15, 1947, $74.2 
billion mature—accentuates the overall problem of debt management, it is prob- 
ably safe to say that the government debt owned by U.S. Government agencies, 
insurance companies, savings banks, and the Federal Reserve Banks is in firm 
hands. But it is not wholly safe to say that the government debt in the hands of 
commercial banks will not give rise to further inflationary expansion. For these 
banks, if they seek additional reserves, may sell their Government securities or 
allow them to mature, with the result that the Federal Reserve System purchases 
these securities on the balance and thereby expands member bank reserve bal- 
ances. This further monetization of debt begotten. of past inflationary borrowing 
can be prevented through the use of devices that in effect cause the commercial 
banks to hold their government securities and to accept new ones in the place of 
those which mature and through the adequate increase of reserve requirements.* 


34 On consumer credit control during the war see W. J. Matherly, ‘‘The Regulation of 
Consumer Credit,’’ Southern Economic Journal, XI, 1944, pp. 34-44; FRB, May, 1945, pp. 
411 ff., 423 ff. On moves for the easing of Regulation W, see New York Times, February 12, 
1946. On the inflationary bill introduced in the Senate last November and designed to 
authorize the FHA to guarantee mortgages up to 95 per cent of the appraised value of homes 
costing not more than $5,000, see FRB, March, 1946, pp. 225, 236 ff. 

35 See R. I. Robinson et al, Public Finance and Full Employment, Washington, 1945, pp. 
69 ff., and the critical remarks of C. O. Hardy and S. E. Leland, ibid., pp. 139 ff., 154-55. 
See also C. C. Abbott, ‘‘Management of the Federal Debt,’”? Harvard Business Review, 
Autumn, 1945, pp. 97 ff.; S. E. Leland, ‘‘Management of the Public Debt after the War,” 
in American Economic Review (XXXIV), Supplement on ‘‘Implemental Aspects of Public 
Finance,” June, 1944. 
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It is even less safe to suppose that the $100 billion in the hands of other in- 
vestors, of which individuals and trust funds (Table IV) hold about 65 per cent 
and business establishments the balance, will necessarily be immune to monetiza- 
tion. In Table IV the excess holdings of government securities in the hands of 
business establishments are estimated at $24.4-$25.3.%* Should this estimate 
prove correct and should economic conditions be such as to cause the business 
firms holding this excess to prefer cash instead of government securities, the 
government and the banking system will be called upon to exchange cash for $25 
billion of securities.*7 Should E, F, and G series savings bond redemptions con- 
tinue at recent rates, $10—$12 billion of these securities may be presented for re- 
demption in 1946 and 1947;%* and this rate will continue if active measures to 
encourage the purchase of savings bonds are discontinued and the fear*® of infla- 
tion spreads among bondholders. The government, together with the banking 
system, may be called upon, therefore, to take up a large volume ($25-$35 billions, 
and even more) of government securities now in nonbanker hands. Should this 
prove to be the case, inflationary borrowing will take place unless the securities 
presented for liquidation can, in effect, be redistributed to bona fide savers.*° 

Given confidence in price stability, however, the monetization of government 
debt now in weak non-banker hands should prove fairly easy to prevent. If 
individual and other non-banker savers absorb enough government securities to 


36 See note 28 above on method of estimating; there we have supposed that each of the 
several classes of business establishments can and will continue to hold government securi- 
ties in an amount 200 per cent above its 1939-40 holding. For further discussion of circum- 
stances which affect business holdings of assets see note 86 and text. We suppose that 
holders classed as personal can and should retain their government securities. 

37 According to the Treasury survey of ownership of government securities as of Novem- 
ber 30, 1945, 46.8 per cent of the securities held by ‘‘other’”’ investors become due or callable 
within five years. See Treasury Bulletin, February, 1946, p. 50. In December, 1945, 94 
per cent of the $8.3 billion of Treasury Savings Notes were held by corporations; the amount 
of these notes outstanding was reduced about $1.5 billion in 1945. 

38 Savings bonds redemptions, in millions of dollars per month, were at a rate of 463 in 
1945, 580 since VJ-day, and 609 in the first quarter of 1946. In 1946-47 $716 million of B-D 
series bonds will mature; thereafter the annual maturation level rises gradually from 496 
million in 1948 through 1,649 million in 1951 to a peak of 11,894 million in 1954. In January- 
March, 1946, savings bond sales exceeded redemptions and maturities by $380 million; in 
February-March, by $49 million; in April, by 47 million. 

89 The attack on price control in the spring of 1946 undoubtedly was a cause of worry to 
savings bond holders, particularly to those whose other property holdings and whose occu- 
pational incomes were vulnerable to inflation. 

40 In his January budget message President Truman stated that Federal expenditures 
can hardly be expected to fall below $25 billion in the years subsequent to 1947 while tax 
receipts at present rates, even with full employment, will aggregate only about $30 billion. 
A deficit of $10.5 billion was anticipated for January-June, 1946, and a deficit of $4.3 billion 
for the fiscal year beginning July 1, 1946. However, tax receipts are running and are ex- 
pected to continue running higher than expected. In January-March, 1946, receipts ex- 
ceeded expenditures by $800 million; but in April-June expenditures may exceed receipts 
by $4.4 billion. In January-June, 1946, the deficit may prove about $3.6 billion less than 
anticipated in January. See New York Times, April 12, 1946. 
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offset probable liquidations, there will be no net monetization and the govern- 
ment debt will pass into the hands of firmer holders. That such a result may be 
achieved is suggested by the fact that non-banker savers absorbed $23 billion“! of 
government securities in 1945, that individual savings may aggregate $20 billion 
in 1946, and that the tax burden is not yet so great as to generate inflationary 
pressure.” 

Even though government fiscal policy does not augment the total money 
supply, it can accentuate the inflationary potential by increasing the compara- 
tively active money supply at the expense of the comparatively inactive money 
supply. In early 1946 the government’s cash balance ranged between 21 and 26 
billion dollars. Budgetary plans call for the use of this balance to meet such 
deficits as develop and to take up maturing and redeemable government securities 
until the cash balance is reduced, by June 1947, to the prewar level of about $3 
billion. If the transfer of this balance to private hands does not result in an in- 
crease in the effective money supply in private hands, the monetary situation is 
not substantially changed. If, however, the privately owned money supply is 
increased and this increase is not offset by a decrease in its rate of use, the pressure 
of purchasing power against goods and services is augmented. For reasons out- 
lined below it may be inferred that the government can most effectively check 
inflationary tendencies by retaining this cash balance and by meeting such deficits 
as arise through the sale of bonds to noninflationary lenders. 

While our 1914-21 experience reveals the foolhardiness of removing price con- 
trols prematurely and of failing to impose adequate restrictions upon credit ex- 
pansion, contrast of the 1914-21 situation with the present reveals several dif- 
ferences. First, the present situation is much more danger-ridden than that of a 
quarter century ago. Currency plus demand deposits rose 69 per cent in 1914-18 
and 106 per cent in 1914-20; they fell 12 per cent in 1920-21 and did not return 
to the mid-1920 level until late 1924. Time deposits increased 90 per cent in 
1914-20 and continued to grow thereafter. Government debt in the hands of 
“others” rose from almost nothing in 1914 to 18.9 billion in 1920, and then began 


41 In 1945 net purchases of savings bonds approximated 7.4 billion dollars. Net pur- 
chases of government securities by nonbanking business establishments approximated 4.8 
billion; insurance companies, 4.5; mutual savings banks, 2.4; other private nonbanking pur- 
chases not elsewhere accounted for, 3.5. These estimates are based upon FRB, February, 
1946, p. 123, March, 1946, p.318. State and local governments which held about 6 billions 
at the close of 1945 are included here. Although they may not absorb securities on the 
balance in 1946, they should be able to avoid liquidation in 1946-47. 

42 Colin Clark’s studies suggest that if taxation absorbs more than one-fourth of the 
national income ina non-totalitarian country ‘‘influential sections of the community become 
willing to support depreciation of the value of money” as a means of easing the tax burden. 
See his ‘‘Public Finance and Changes in the Value of Money,’’ Economic Journal, LV, 1945, 
p. 380. Accordingly, since all public expenditures will approximate $35 billion in the years 
just ahead, our national income must exceed $140 billion if we are to avoid inflationary pres- 
sures of the sort described by Mr. Clark. In early 1946 income payments were at an annual 
rate just under $160 billion. See FRB, March, 1946, p. 221, and February, 1946, pp. 112-18. 
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to decline, reaching a low of 8.7 billion in 1931.“ By the close of 1918, however, 
the 1914-18 increase in money and liquid assets apparently had exercised nearly 
as much influence on prices as it was normally capable of exercising, given ade- 
quate price and credit controls; for in 1917-18 the circular velocity of money was 
near the peak. However, because such price controls as existed were removed 
shortly after the armistice while the money supply was permitted to expand, 
prices moved far above the late 1918 level, and, despite the sharp break in 
1920-22, did not return thereto until 1930.4 At present, as we indicate later, 
prices have risen only about 40-60 per cent as much as they could readily rise, 
given the present money supply; while, given an increase in the money supply, 
their increase-potential would be greater still. 

Second, assuming no governmental intervention, the nation’s money supply is 
much less contractable today than it was in 1920, and the 1939-45 accession to the 
money supply is more capable than was that of 1914-20 of producing a permanent 
price-wage revolution such as followed the influx into Europe of treasure from the 
new world.* In 1918-22 the ratio of the loans of all commercial banks to de- 

48 The relevant data (from BMS) follow: 

Liquid Assets, 1914-1918 (in billions) 


Currency outside 


Banks plus Demand U. S. Government Debt 
Year Deposits (adjusted Time Held by 
(June 30) and U.S.) Deposits Total Others® 
1914 11.7 8.4 1.0> 0.2> 
1918 19.7 11.7 12.0 8.2 
1920 24.0 15.8 24.1 18.9 
1921 21.2 16.6 23.7 18.8 


* “Others” includes insurance companies and excludes banks and Federal agencies. 
> Data for 1916. 


44 According to Angell (Behavior of Money, pp. 175-178) circulating money aggregated 
11,176 million dollars in mid-1914; 15,585 in mid-1917; 20,610 in January, 1919; 23,680 at the 
October, 1920 peak; 19,720 at the March, 1932 nadir. This figure rose 84 per cent in 1914- 
1918; in October, 1920, it exceeded the 1914 level by 112 per cent and the January, 1919, 
level by 15 per cent; between October, 1920, and March, 1922, it fell 17 per cent. The BLS 
cost-of-living index, which stood at 70.7 in 1914 and at 118 in December, 1918, rose to 149.4 
in June, 1920, and, after falling to 118.7 in September, 1922, remained in the 120’s until 
1930. See F. M. Williams and S. Stewart, Changes in Cost of Living in Large Cities in the 
United States, 1913-14, Bureau of Labor Statistics Bulletin No. 699, Washington, 1941, 
pp. 4, 43. For a detailed account of the tragedy of post-1918 price control, a tragedy of 
especial interest today when once again stupidity and greed and ‘‘politics” are united in 
an effort to bring about a repeat performance, see E. Rotwein, ‘‘Post-World War I Price 
Movements and Price Policy,’’ Journal of Political Economy, LIII, 1945, pp. 212-33; also 
E. J. Howenstine, ‘‘The High-Cost-of-Living Problem after World War I,’’ Southern 
Economic Journal, X, 1944, pp. 222-34. For an account of British experience and the danger 
of prompt removal of controls, see R. H. Tawney, ‘‘The Abolition of Economic Controls, 
1918-1921,’’ The Economic History Review, XIII, 1943, pp. 1-30. 

46 This price revolution has been graphically portrayed in the monumental studies of 
Professor Earl J. Hamilton. For a comparison of the effects of this and earlier accessions 
of treasure see H. Michell, ‘‘The Impact of Sudden Accessions of Treasure upon Prices 


and Real Wages,” Canadian Journal of Economics and Political Science, XII, 1946, pp. 
1-17. 
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mand deposits plus outside currency ranged between 1.014 in 1918 and 1.229 in 
1921; the corresponding range for all banks was between 1.113 in 1919 and 1.364 
in 1921. In the 1930’s these ratios fell below unity; for example the former, 
which stood at 1.35 in 1929, fell through 0.68 in mid-1934 and 0.481 in mid-1939 
to 0.20 in mid-1945. The banks as such therefore are no longer in a position, 
as they were in the 1920’s and (in some measure) in the 1930’s, to contract the 
money supply; it can be contracted significantly only through governmental 
action.‘ 

The decline in the contractability of the money supply is accentuated by the 
almost complete freedom from Federal Reserve System control which the com- 
mercial banking system has acquired through its great increase in liquidity. For 
the percentage of total assets of all active banks consisting in cash and U. 8. 
Government securities rose from 55 in December, 1939, when the banking system 
already was very liquid, to 77 in mid-1945.4* Accordingly, since member banks 
can now augment their vault cash and reserve holdings by permitting their 
government securities, most of which are short-term, to mature, they no longer 
find it necessary, as a rule, to resort to the Federal Reserve banks. Moreover, 
should their probable share of the present $3—$3% billion excess of outside currency 
return to the member banks, this cash, together with their present excess re- 
serves, will provide enough reserves in the aggregate (about $4 billion) to cover the 
transfer to private hands of the member bank holdings of U. 8. Government war 
loan deposits.*® Furthermore, the potential expansibility of the Federal Reserve 
System has been increased by the reduction to 25 per cent of the minimum re- 
quired Federal Reserve ratio of gold certificate reserves to deposit and Federal 
Reserve note liabilities combined; in mid-March the ratio stood at 47.7 per cent, 
or nearly double the required amount. 


46 Data (in billions of dollars in lines 1-3 for selected years) as of June 30, follow: 


1919 1929 1934 1939 1945 
1. Demand deposits plus outside cur- 
ney ce et ee am 22.2 26.6 23.1 34.2 118.5 
2. Loans of all commercial banks........ 22.4 35.7 15.7 16.4 23.7 
3. Loans of all banks................... 2.7 41.6 21.38 - 21.3 28.0 
ae > ee eet 1.082 1.35 0.680 0.481 0.200 
eS Seer 1.1138 1.57 0.923 0.624 0.236 


Data in lines 1-3 are from FRB and BMS. 


47 The price-influencing effects of the money supply can of course be curbed, as we indi- 
cate below, through the use of powers that may be placed in the hands of the Federal Reserve 
Board of Governors by amendment of the Federal Reserve Act. 

48 Computed from Treasury Bulletin, December, 1945, p. A-14. U. S. Government 
securities constituted 10 per cent of all loans and investments of all banks in mid-1928, 
34 in mid-1937, and 72 in late 1945. 

49 Inasmuch as a disproportionately large amount of excess reserves is owned by country 
banks, the transfer of government deposits to private hands will make necessary some 
augmentation of total reserves despite the probable return flow of excess outside currency. 
The above estimate of excess outside currency is based upon 1937-39 experience; of reserve 
requirements, on present rates. 
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War accentuates the rate at which the money supply increases.°° The money 
supply increased at a fairly constant rate in 1908-14 and at a steady but much 
higher rate in 1915-20 after which it contracted sharply; it expanded at a de- 
creasing rate in 1922-29 only to shrink sharply in 1929-33. It increased steadily 
at an unprecedentedly high peace-time rate in 1933-36 and at nearly the 1915-20 
rate in 1938-42; it increased at an unprecedentedly high wartime rate in 1942-45. 
Sometime after 1940 it rose above its long-run trend. In 1910-28 time deposits 
increased steadily at a fairly constant rate which diminished in 1928-30 and be- 
came negative in 1930-33. In 1933-41 they increased at a rate which, although 
fairly steady, was below that of 1908-28, while in 1942-45 they expanded at an 
unusually high rate.™! 

Annual income payments have almost always moved in the same direction as 
the money supply. They have not usually moved at the same rate over short 
periods, however, and the functional relationship between the two series has 
undergone change since 1929. During the whole period 1899-1929 income and 
money stock increased at nearly the same rate. In the depression period 1929- 
33, income payments fell faster than money supply, while in 1933-39, and es- 
pecially in 1939-45, they grew less rapidly than the money supply.* 

Various comparisons™ suggest that the money stock now in existence is 
appreciably in excess of the monetary requirements of the American economy, 
given money habits and a production-distribution structure at all like what we 


5° By money supply or stock we mean unless we indicate otherwise demand deposits 
(adjusted plus U. S. government) plus outside currency as reported in the Federal Reserve 
Bulletin and Banking and Monetary Statistics. June 30 figures are used. The national 
income data employed are from Angell (Investment and Business Cycles, pp. 337-38) for 
1899-1928 and from the Survey of Current Business (May, 1942, p. 12 and January, 1946, 
p. 4; ef. also FRB December, 1945, p. 1251) for 1929-45. Because of the object of this inquiry 
income payments to individuals are used. Silberling (op. cit., pp. 97 ff. and chap. 7) 
presents data on the relation of economic activity and the volume of money and credit in the 
nineteenth century. : 

5t The above paragraph is based on a semi-logarithmic growth chart. For purposes of 
comparison average annual growth rates for short periods may be obtained by dividing the 
number of years in such a period into the per cent increase during the whole period. Such 
rates tend to be misleading of course when the periods selected are long or marked by ab- 
normal growth. For certain fairly homogeneous periods the average annual rates are: 
1900-07, 7.09; 1907-08, —5.6; 1908-14, 4.43; 1914-15, —2; 1915-20, 21.96; 1920-21, —11.7; 
1922-29, 2.66; 1929-33, —6.15; 1933-36, 16.83; 1936-38, 0.3; 1938-42, 20.5; 1940-41, 17.1; 
1941-42, 18.1; 1942-45, 38.97; 1942-43, 40.6; 1943-44, 25.7; 1944-45, 18; last half of 1945, 
14.8 per year. 

52 In but 5 of the 46 years, 1899-1945, do the series move in opposite directions. On 
movements prior to 1940 see Angell, Behavior of Money, pp. 144-48, 190; Investment and 
Business Cycles, pp. 143, 337-38. 

53 Income payments and money supply increased 53 and 70 per cent, respectively, in 
1933-39, and about 126 and 246 per cent, respectively, in 1939-45. 

* Comparisons such as are employed in this section are open to criticism; yet in the 
absence of other data they must be employed. See H. Makower and J. Marschak, “‘ Assets, 
Prices and Monetary Theory,’’ Economica, V, 1938, pp. 261-88, especially 284-85. 
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had in the 1920’s and 1930’s. For purposes of discussion we shall suppose that 
income payments to individuals in the years just ahead approximate 150 billion 
dollars of about 1945 purchasing power, and that gross national product is of 
corresponding magnitude. If income payments fall below 150 billion, our esti- 
mates of monetary requirements based upon a 150-billion-dollar aggregate of 
income payments must be adjusted downward correspondingly.» Given a 150- 
billion-dollar income, and given that the quantities of money in use in 1939 and 
1940, when income payments aggregated 71 and 76 billion dollars, met the na- 
tion’s money needs at that time nicely, the American economy has need of 78-86 
billion, or 41-49 less than were in use in early 1946. In Table IV (last two col- 
umns) we give estimates of the excess amounts of currency and demand deposits 
in the hands of the classes of holders covered. On the supposition that other 
holders of adjusted demand deposits were holding satisfactory amounts in De- 
cember, 1945, and that the U. S. Government will need balances 100 per cent 
larger than in 1939-40, we arrive at an aggregate excess of $50-$58 billion and an 
aggregate requirement of $69-$77 billion.® 

Other approaches yield estimates of excess of the same general order of magni- 
tude. Angell found the ratio of annual income payments to the stock of cireu- 
lating money fluctuating comparatively little in 1899-1929 about the whole 
period average of 3.03. This ratio declined in 1929-33, averaging 2.61 for the 
period; it fell further in 1933-39, averaging 2.19 with an incremental value of 1.75. 
In short, whereas a representative dollar in the circulating money stock became 
income about three times a year in 1899-1929, it became income only a little 
more than twice in 1933-39. Presumably, since the rate at which a circulating 
representative dollar can circulate is comparatively invariant over short periods, 
the decline in average circular velocity in 1933-39 must be attributed largely to 
the joint effect of a 71 per cent increase in circulating money and the circum- 
stances which continued to make for underemployment of resources.57 What we 


55 Postwar income estimates differ widely. E. E. Hagen (Jobs, Production, and Living 
Standards, especially pp. 33, 39, 45, 47) infers that income payments to individuals will 
approximate 150 billion dollars several years hence. For a summary of other estimates 
see Harris, Inflation, chap. 27 and estimates of J. Mosak and others in Econometrica, XIII, 
1945, pp. 1-59; also J. Mayer’s criticisms of product projections in Journal of Political 
Economy, LIII, 1945, pp. 357 ff., and Southern Economic Journal, XII, 1945, pp. 141 ff. 
A postwar income of $150 billion probably will be worth only 110-115 billion 1939 dollars. 
Harris (Inflation, p. 420) thinks a postwar money income of 125-35 current dollars (100-110 
billion 1940 dollars) to be a quite likely outcome for the years just ahead. 

5¢ See note 28 above on estimating excess holdings. Table IV does not include about 
$14.5 billion adjusted demand deposits owned largely by financial institutions; correspond- 
ing 1939 and 1940 holdings were $8.9 and $10.5 billion. Presumably $14.5 billion satisfy 
the money needs of this class of holders. Insurance company demand-deposit holdings 
have remained almost constant at $1.8 billion; the combined demand-deposit holdings of 
foreigners and nonprofit associations have not increased much in 1941-45. See FRB, April, 
1945, p. 333, and November, 1945, p. 100; also ibid., May 1946, pp. 469 ff. 

57 ** At any one level of general activity, therefore, the principal regulator of the velocity 
of money through the payment circle that runs from individual income to dealers and pro- 
ducers, and back to individual income, is undoubtedly the average timing of income pay- 
ments to individuals themselves and the average timing of the individual’s own expenditure 
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have called the money supply differs very little quantitatively and qualitatively 
from what Angell calls circulating money, and behaves in the same manner in 
relation to income. In 1910-29 the ratio of annual income payments to the 
money supply, as we have defined the term, ranged between 2.78 and 3.11,with 
no trend and an average of 2.93. It fell to 2.3 in 1937 and then ranged, in 1932-40, 
between 1.93 in 1940 and 2.31 in 1937, with an average of 2.19. Values for sub- 
sequent years are: 1941, 2.0; 1942, 2.15; 1943, 1.79; 1944, 1.56; and 1945, 1.35. 
While the 1942-45 values are low in part because U. 8. Government deposits were 
large, the rates still remain low if we treat all but $1-3 billion government deposits 
as nonexistent; for the ratios then become: 1942, 2.18; 1943, 1.93; 1944, 1.85; 
and 1945, 1.65. 

In 1910-29 a representative dollar became income about 2.9 times; and in 
1932-42, 2.17 times; its peak post-1932 velocity was 2.31 in comparatively pros- 
perous 1937. Given a circular velocity of 2.9, as in 1910-29, the generation of 
$150 billion income payments calls for a 52 billion dollar money stock, while, 
given 1932-42 and 1937 velocities, respectively, 69 and 65 billions are required. 
Accordingly, the December, 1945, money supply may be said to exceed the re- 
quired amount by 58-75 billion dollars.®* 

Comparison of the money supply with gross national product figures yields, as is 
to be expected, a similar conclusion. In the period 1919-30 the ratio of gross 
national product to money supply averaged 3.57, ranging between 3.33 and 3.74; 
it averaged 2.65 in 1932-42, ranging between 2.46 and 2.77; thereafter it declined 
to 2.35 in 1943, 1.98 in 1944, and about 1.64 in 1945. On the basis of past ex- 
perience a 50-75 billion dollars money supply should meet the needs of our econ- 
omy with gross national product at the 180-billion-dollar level. 





of given blocks of income. These average timings presumably change only gradually.” 
See Angell, Investment and Business Cycles, p. 140 and Behavior of Money, chaps. 5-6. 
On the determinants of velocity see H. 8. Ellis, “‘Some Fundamentals in the Theory of 
Velocity,” Quarterly Journal of Economics, LII, 1938, pp. 431-72; also his discussion of the 
division of money stock between working and idle balances, and his inference that in the 
longer run the price level is influenced by changes in liquidity preference (ibid., pp. 457 
ff., 463-71). For a criticism of the usefulness of the distinction made above between active 
and idle balances, and for emphasis upon the non-independence of income or circular 
velocity, see W. S. Salant, ‘The Demand for Money and the Concept of Income Velocity,”’ 
Journal of Political Economy, XLIX, 1941, pp. 395-421, especially pp. 405 ff. Presumably, 
ceteris paribus, the ratio of money stock required to national income probably increases with 
the magnitude of national income in relation to population inasmuch as the substitution 
ratio between money and the various things which money may command or provide tends 
to change as the incomes of individuals change. 

58 Increases in the money stock since 1941 have operated chiefly to inflate the price and 
wage structure and to add to comparatively inactive balances. Net national income meas- 
ured in 1939 dollars probably has not exceeded $120-$125 billion in any war year. Whence, 
in the absence of post-1939 price increases, $50-$60 billion might have sufficed to meet the 
nation’s wartime monetary needs. In 1939-43 when net product and national income, 
both expressed in current dollars, increased 131 and 111 per cent, respectively, real product 
increased only about 50 per cent, according to S. Kuznets (National Product in Wartime, 
New York, 1935, pp. 46, 49, 54, 65, 66, 87). 

5° We have used the gross national product figures prepared by M. 8S. Painter. See 
FRB, September, 1945, p. 873. 
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If time deposits are included in the money supply, a different but analogous 
answer is obtained.® In the period 1910-1920 the ratio of national income to 
the total money supply (U. 8. Government plus adjusted demand deposits plus 
outside currency plus time deposits) averaged 1.72, ranging between 1.63 and 
1.89. In 1921-29 it averaged 1.53, ranging between 1.47 and 1.57. After falling 
to 1.35 in 1930, it averaged 1.16 in 1932-40, ranging between 1.05 and 1.17 (except 
in 1936-37 when it reached 1.24 and 1.28). It rose to 1.25 in 1941 and to 1.43 in 
1942, and then moved down through 1.3 in 1943 and 1.15 in 1944 to 0.98 in 1945. 
Granted that a ratio of 1.4 to 1.5 represents an efficient use of the total money 
supply, and given annual income payments of $150 billion, a money total of $100— 
$107 billion will suffice; whence the present excess approximates $69-$76 billion. 

Mr. Clark Warburton, employing a different approach, arrives at a higher 
estimated requirement. The rate at which the volume of money needed must 
grow per year is governed by the rate (1.4-1.5 per cent per year) of decline in its 
velocity, by the rate of population growth, and by the rate of increase in produc- 
tion per capita. The volume of money required—only U. 8. government and 
foreign-owned cash balances are not included—is determined in like manner. 
On the basis of several assumptions regarding production trends, Warburton 
fixes the rate of increase required at 3.89, 4.53, and 5.15 per cent per year, re- 
spectively. Given full production at the 1923-28 price level and a satisfactory 
money supply as of 1927-28, the 1945 money requirement was 101-127 billion 
dollars; the 1947, 109-141. The corresponding excesses are: 1945, 18-44 bil- 
lion; 1947, 29-61. On the assumption of no additions to the money stock and no 
change in price level, the excess will have disappeared by 1951, 1954, or 1958, the 
terminal date depending upon which rate of increase in requirements is chosen. 
Warburton concludes that the depressed state of the American economy in the 
1930’s was attributable in considerable measure to a deficiency in the money 
supply which was not made up until 1944. 

Warburton’s analysis indicates also, he believes, that the rise in prices after 


6° For the purposes of the present discussion, which has to do with price control, time 
deposits are not money in as full a sense as demand deposits and outside currency, but they 
are money in somewhat greater measure than are United States government securities 
redeemable almost on demand. We could follow Hart’s example (op. cit., p. 350) and assign 
a weight of somewhat less than unity to time deposits, but in this paragraph we shall treat 
time deposits in the same manner as outside currency and demand deposits. That savings 
deposits constitute part of the money stock of a country is argued by A. W. Marget in 
The Theory of Prices, 1, New York, 1938, pp. 466-70. Marget’s argument (ibid. pp. 471- 
72) that a stock or bond does not constitute ‘‘cash’”’ in the sense of unspecialized purchasing 
power cannot be applied to those government securities which at the will of the holder, 
may be converted into cash. Cp. W. Welfling, ‘‘Some Characteristics of Savings Deposits,” 
American Economic Review, XXX, 1940, pp. 748 ff. In Section IV time deposits are classed 
with money. 

61 ‘‘Normal Production, Income, and Employment, 1945 to 1965,’’ Southern Economic 
Journal, XI, 1945, pp. 219-45, especially pp. 23-34. See also ‘‘Monetary Theory, Full 
Production, and the Great Depression,’’ Econometrica, XIII, 1945, pp. 114-28, and ‘The 
Volume of Money and the Price Level between the World Wars,’”’ Journal of Political 
Economy, LITI, 1945, pp. 150-63. 
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1940 was due to monetary expansion.” If we reduce by 15 per cent Warburton’s 
estimates of the needed volume of money as of 1940, we find it to range between 
71 and 84 billions.* The 1946 required amount would then range between 87 
and 110 billions. The increase in the money supply thus operated largely to 
facilitate a rise in prices and to add to cash balances. 

It is evident that only a contingent answer is possible to the questions: How 
much money does the American economy require? How great is the present 
excess money supply? In January, 1946, monetary assets approximated $176 
billion; outside currency, 26; adjusted demand deposits, 77; U. S. government 
deposits, 25; time deposits, 49. Several approaches suggest that of these 176 
billion 100-134 are required and that the excess ranges between 42 and 76.“ 
Other approaches suggest requirements, exclusive of time deposits, of 50-86 
billion, and excesses of 41-77 of currency and demand deposits.® Of this excess 
the Federal Government held about 25 billion in December, 1945; it will still 
hold 12 in mid-1946 and 3 in mid-1947. The true excess, which is that in private 
hands, therefore lay between 16 and 52 billions in late 1945; ceteris paribus, it 
will lie between 29 and 65 in mid-1946 and between 38 and 74 in mid-1947. 
Should the banking system augment the money supply further, or should the 


government monetize some of its debt, the excess will rise correspondingly above 
these figures. 


8° ‘*Monetary Expansion and the Inflationary Gap’’, American Economic Review, 
XXXIV, pp. 303-27. This last article is criticized by J. L. Mosak and W. A. Salant on the 
grounds, among others, that cash balances affect consumer expenditures less, and govern- 
ment controls of consumer expenditures and prices are more effective, than Warburton 
indicates. See ‘‘Income, Money and Prices in Wartime’”’ in ibid., pp. 828-39 and War- 
burton’s reply, ibid., XX XV, pp. 658-60. 

83 The price level for the whole period 1935-39 was about 17 per cent lower than that of 
1923-28. 

6 Since Warburton’s approach does not include foreign-owned and government cash 
balances, the excess as of 1946, on his premises, probably will range between 24 and 53 
billion. 

66 The 48-billion-dollar time-deposit figure probably is not excessive. In 1910-20 the 
ratio of time deposits to demand deposits (adjusted plus government) plus outside currency 
ranged between 0.59 in 1918 and 0.8 in 1915, averaging 0.7. In the 1920’s, when time de- 
posits sometimes served as demand deposits, the ratio rose gradually from 0.78 in 1921 
through 1.03 in 1927 to a peak of 1.23 in 1931. In the 1930’s it declined gradually through 
0.99 in 1934 to 0.78 in 1939; in the 1940’s it continued downward, leveling off at about 0.37 
in 1943-45. Given a money supply of 50-86 billion and time deposits of 48, the ratio would 
lie between 0.56 and 0.96. 

66 It has been said that the mere growth of debt intensifies inflationary pressure because 
of ‘‘the similarity between government securities and money. As long as Treasury bonds 
possess a degree of stability and marketability that makes them ‘equivalents of cash’ in 
the eyes of their owners, there is not much difference between growing liquidity based on an 
increase in money and on an increase in Treasury bonds. Private savings invested 
privately do not affect the supply of money. Private savings invested by the government 
create a growing stock of debt certificates interchangeable with money.’’ See M. 
Mitnitzky, ‘‘Aspects of Government Borrowing,’”’ American Economic Review, XXXIII, 
1943, p. 29. This argument is open to criticism. A given increment of debt can generate 
inflationary pressure only if (a) it is used as a medium of exchange, or (b) its existence 





a sp 


EE 











s 





THE FUTURE OF PRICES 27 


IV. 


The consequences attendant upon the removal of price controls will be gov- 
erned immediately by three circumstances: (a) the extent to which the money 
supply in private and essentially nonbanking hands is excessive; (b) the extent 
to which this money supply is added to by the banking system; and (c) the be- 
havior of the relevant velocity coefficients. For the present we shall assign a zero 
value to (b). Accordingly, if velocity remains at the levels we implicitly assumed 
in determining what part of the existing money supply was excessive, we could 
infer a 20-50 per cent price increase from Warburton’s assumptions and data, 
and a 50-150 per cent increase from the various other estimates. On this same 
assumption regarding velocity, however, prices would continue at the level to 
which they initially moved only if the money supply thereafter increased in a 
measure consistent with that rate of increase in the volume of money needed 
which was implicit in the estimate of the degree to which the money supply 
was excessive. On this assumption, too, were the excess stock of money 
impounded and then fed back into the economy at a rate consistent with the 
rate of growth in the volume of money needed, prices would continue at the 
present level. Unfortunately the answer is less simple than this paragraph 
assumes, for velocity does not remain constant, or change at a constant rate. 

What will happen to prices if price controls are removed, at present depends 
upon the state of liquidity preference in the economy, or upon what comes to the 
same thing, namely, the behavior of the velocity factor which establishes “the 
relations between a stock of money, and the stream of money payments which that 
stock may be regarded as supporting.’*’? And what happens to the velocity 
factor will depend, since money is not a prime mover or a self-propelling agent, 
upon what is done with it by its holders at successive time intervals. Because 
these holders fall into several distinct classes, the members of which are subject to 
somewhat dissimilar pressures from the demand and cost sectors of the economy, 
we cannot infer the prospective behavior of all classes from the observed and/or 
postulated behavior of any one class. We must know how the money held in 
excess of a not well defined “normal” is distributed among the several classes, 
and the nature and the extent of the pressures these several classes of holders 
are under to discharge their excess holdings into the income stream where they 
operate directly and indirectly to elevate prices. 

When price controls are removed, the holders of money, securities (including 
all nonmonetary, nonphysical assets), and physical assets will reassess the existing 
and prospective economic situation, and, in the light of this assessment, exchange 
assets and thus rearrange the ownership of these various assets. If the trans- 





increases the velocity of money, or (c) it is converted into cash through liquidation of the 
debt or through its employment as loan collateral. Condition (c) whence issues the great- 
est inflationary potential is amenable to control. Condition (a) does not appear significant. 
We comment on (b) below. 

87 Marget, op. cit., I, pp. 461-62. See also K. E. Boulding’s demonstration that a liquid- 
ity preference factor is essential to price determination (‘‘A Liquidity Preference Theory 
of Market Prices’’, Economica, XI, 1944, p. 60). 
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actions which grow out of this reassessment give rise to price increases, the in- 
creases will be consequent upon the rearrangement of ownership, since each type 
of asset is comparatively fixed in supply and can be appreciably increased in amount 
only in the longer run. Because of price control the increase in the quantity of 
money in~ 045 has not been allowed to exercise full effect upon the price of 
many goou. and services, however much influence it has already exerted upon the 
price of securities and older and less controlled physical assets. Accordingly, 
the removal of price control may be equivalent to a sudden and significant in- 
crease in the effective money supply even though it does not at once affect the 
actual money supply; if it is, prices will rise accordingly. 

Let us include under the head of “commodities” everything of monetary value 
except money. Since 1938 the ratio of money to “commodities” plus money has 
increased possibly two-thirds; while the corresponding ratio for money plus 
quasi-money (i.e., redeemable U. S. government securities plus those maturing 
within one year) has more than doubled.** This increase in money relative to 
“commodities” will cause the price of “commodities” to rise when price controls 
are removed unless there has been an offsetting increase in the market money pre- 
ference ratio (or decrease in the “commodity” preference ratio).®® In view of 
the fact that the available data suggest that a disproportionately large amount 
of the post-1938 accession to the total money supply and to the money-plus- 
quasi-money supply is in the hands of holders with high money-preference (or low 
commodity preference) ratios—in the hands of hoarders rather than spenders— 
the post-1938 money increase may have been counterbalanced in considerable 
measure by an increase in the money preference ratio. Moreover, since price 
and other controls have allowed greater adjustment of some than of other com- 


68 The figures on which these reported changes are based are very rough and are here 
employed largely by way of illustration. As of the close of 1945 certain totals were about 
as follows: money supply, 176 billion; U.S. Government debt, 278; private and state debts, 
at least 130; equity or stock values, over 90; physical wealth, at least 500. In 1938 the 
corresponding figures were 59; 33; over 126; over 51; and 388. These items aggregate: 
1945, over 1170; 1938, over 657. That part of the government debt defined as quasi-money 
above totaled about 120 in early 1946, and about 12 in 1938. Money formed about 15 per 
cent of all assets in 1945 and about 9 in 1938; money-plus-quasi-money, about 25 in 1945 
and about 11 in 1938. 

6° Our analysis in this and later paragraphs is based largely upon Boulding’s fruitful 
approach (op. cit., pp. 55-63). By market money preference ratio (Rm) is meant the 
weighted average ratio of money to money and commodities (as defined above) which is 
preferred by the market as a whole. By general commodity preference ratio is meant the 
corresponding preferred ratio (Rw) of ‘‘commodities’’ to money and commodities; where 
there are but two sets of assets as here, the commodity preference ratio is equal to one 
minus the money preference ratio (1-Rm). The ‘“‘commodities’”’ category may be sub- 
divided into physical assets and nonmonetary, nonphysical assets (say securities), in which 
event we have a general physical asset preference ratio (Ra) and a general security prefer- 
ence ratio (Rs), with Rm + Ra + Rs = 1. If M is the total stock of money, A is the total 
stock of ‘‘commodities’’, and p is their average price, 


M(1 — Rm) 
SS ee 


ARm (1) 
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ponents of the “commodity” category, the presumption is that if controls are 
now removed greater change will be felt by those components which have been 
unfree to change (e.g., current goods rather than securities and old property). 
This fact must be kept in mind while our analysis is on the plane of the present 
section; otherwise we may tend to treat the removal of controls as the exact 
equivalent of an increase in money under ordinary circumstances, which it is not. 

In this uncertain economic world nonmonetary assets are held principally for 
their productivity and their speculative value. Money satisfies, besides the 
transaction demand of consumers and others for a medium of exchange to carry 
out their expenditure plans, the desire of money-holders for an asset that is 
riskless and liquid. Money is held in quantities in excess of the holders’ trans- 
action requirements primarily because of its future saleability and its consequent 
constant suitability for manoeuvering, and because of its great safety (so long 
as there is not great monetary instability) as a store of value. It may also be 
held for speculative purposes when a fall in prices appears to impend.”° 

The present excess money stock will exercise little influence on prices provided 
that the market money preference ratio remains high enough (or the commodity 
preference ratio remains low enough), and this will be the case so long as sufficient 
advantage attaches to its being held for its future saleability and as a store of 
value. Among the circumstances that make for a high money preference (or 
low commodity preference) ratio are the following: prospect of a price fall, a 
prospect whose probability is greater when money-preference is high and a com- 
modity increase is imminent than when opposite conditions rule; inelastic 
price expectations on the up side; low interest rate, or prospective rate of 
return; economic climate uncongenial to entrepreneurial activity and risk 
assumption; high elasticity of supply in consequence of the absence of 
bottlenecks and of the presence of reserve supplies of labor and plant capacity; 


70 Cash may be held also for minor precautionary reasons; to bridge the time gap between 
receipt of purchasing power and its investment; or because other circumstances rule which 
compel the holding of cash or make such action advisable. See Marget, op. cit., I, pp. 
482-83; M. F. Timlin, Keynesian Economics, Toronto, 1942, chaps. 5-6; O. Lange, Price 
Flexibility and Employment, Bloomington, 1945, chaps. 3-5; Makower and Marschak, op. 
cit., pp. 276-77, 282-84; Marschak, ‘“‘Money and the Theory of Asset,’? Econometrica, VI, 
1938, pp. 321, 323-25; F. Modigliani, ‘‘Liquidity Preference and the Theory of Interest and 
Money,’’ Econometrica, XII, 1944, pp. 45-88, especially pp. 49-54, 84-86; Salant, op. cit., 
pp. 404 ff., 410; T. de Scitovszky, ‘‘A Study of Interest and Capital,” Economica, VII, 
1940, pp. 293-317; J. L. Mosak, General Equilibrium Theory in International Trade, Bloom- 
ington, 1944, pp. 37-38, 133-36; B. Higgins, ‘“‘A Diagrammatic Analysis of the Supply of 
Loan Funds,’’ Econometrica, IX, 1941, pp. 231-40. 

71 Conducive to inelastic price expectations is great potential supply in relation to 
prospective demand (e.g., in agriculture and in many branches of mining and manufactur- 
ing) or the concentration of output in the hands of producers who pursue low-price policies 
(e.g., 80 per cent of the durable goods in short supply are produced by .08 per cent of the 
producers who pursue low-price policies). See H. G. Moulton and K. T. Schlotterbeck, 
Should Price Control Be Retained?, Washington, 1945, pp. 19, 37-43. These authors rest 
their case against the continuation of price control on inelastic price expectations on the 
up side. On the influence of productive capacity upon prices and price expectations see 
Warburton, ‘‘Volume of Money. ..,”’ op. cit., pp. 156, 162-63. 
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concentration (for the present) of productive power upon the supply of consumer 
rather than of producer or capital goods, inasmuch as the creation of producer 
or capital goods adds to current income and consumer demand but not to cur- 
rent consumer supply.” 

Given an intensification, on the balance, of circumstances of an opposite char- 
acter, the advantages which at present still appear to attach to holding excess 
cash balances idle will diminish; in fact, they may diminish cumulatively if many 
of the present holders are marginal, and the discharge of their excess funds into 
the income stream brings about a change in price expectations and an increase in 
the commodity-preference ratio.” To these circumstances making for increase 
in the commodity-preference ratio must be added the introduction of conditions 
(e.g., the prospect of reduced taxes and higher prices in late 1945 and early 
1946) conducive to the withholding of commodities from the market, the spread of 
ideological half-truths regarding ‘purchasing power’’,” and the augmentation of 
politically powerful pressures from the cost side (e.g., agricultural and labor 
blocs).7 


7 Of course, if there exists sufficient excess consumer goods capacity and the national 
expenditure pattern is appropriate, consumer demand can be satisfied without greatly 
increasing upward pressure against this part of the price structure. 

73 Of course, if prices and money income rise in the same proportion, the purchasing 
power of past savings will be reduced by the rise in prices; whence the demand for consump- 
tion goods falls while that for money rises. See C. E. V. Leser, ‘‘The Consumer’s Demand 
For Money,”’ Econometrica, XI, 1943, pp. 180-31. If income rises because investment ex- 
ceeds saving and entrepreneurs are bidding against one another for resources, the transac- 
tion demand for money increases; whence the level of security prices falls as does the im- 
petus to investment. See Scitovszky, op. cit., pp. 302-03, 317; also D. M. Wright, ‘‘The 
Future of Keynesian Economies,’’ American Economic Review, XXXV, 1945, pp. 292-93. 

74 For the essentially valid view that price reductions constitute an effective and equit- 
able (though not the sole) means of distributing social surpluses and augmenting ‘“‘ pur- 
chasing power’’ there has been substituted in many quarters the untenable (and in practice 
extremely discriminatory) doctrine that factor price increases constitute the best means of 
attaining these ends. The Swedish Commission on postwar planning, a body whose views 
on purchasing power are quite advanced, rests its policies upon what I have called the valid 
view: ‘‘Those groups in the community which have suffered a reduction in real income 
during war, owing to prices having risen moze than their incomes, will recover their former 
real standard, not by an increase in the nominal money incomes, but by a lowering of the 
price level.’”? See Index, September, 1945, p. 32. 

7 In times past the prices of productive and quasi-productive factors and services were 
viewed as guides to managerial and consumer conduct. But in the present age of interest- 
blocs, power (or force) has somewhat superseded “ price competition,’’ and factor and quasi- 
factor prices have frequently come to be viewed as instruments through the forcible aug- 
mentation of which the incomes of organized and/or strategically situated groups can be 
increased at the expense of correct factor allocation, employment-depressing cost and price 
imbalance, the national income, and the real welfare of the rest of the community. Agri- 
cultural and labor blocs, bent upon monopoly pricing, constitute the greatest threats be- 
cause, unlike would-be late nineteenth century industrial monopolists, they combine great 
economic strength with numerically extensive voting and political strength; and they 
force monopolistic pricing policies upon lower-stage users of their products and services. 
For example, industry-wide bargaining between labor and management tends to eliminate 
““competitive’’ restraints and to eventuate in the ‘‘combination’”’ of management and labor 
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In the paragraphs preceding we have included securities (i.e., nonmonetary, 
nonphysical assets) with physical assets in the category “commodities;’’ hence 
it has not been clear whether the prices of both assets moved in the same direc- 
tion and in the same degree, given the price-changing forces noted. While an 
increase in securities ceteris paribus causes the price level to fall and may even 
cause the price of physical assets (of which goods and services form an impor- 
tant part) to fall’, it may also exercise a price-increasing influence if the securities 
whose quantity increases are close substitutes for money. Nonmonetary assets” 
may be held for liquidity and safety, but they are inferior to money for this pur- 
pose: their saleability is less, since they are not a medium of exchange; and they 
are more risky, since their prices are subject to wide dispersion and may fall. 
Government securities, whose prices (or redemption values) are subject to little un- 
foreseen variation, constitute a superior nonmonetary source of safety and liquidity 
(when a commodity price rise is not in prospect). For this reason their owners 
tend to keep them, and this tendency is strengthened when a rate of return in excess 
(say) of 14-2 per cent is to be had. It may be said, therefore, that in so far as 
asset holders, desirous of safety and liquidity, hold government securities which 
are not immediately spendable instead of money which is immediately spendable, 
ceteris paribus their rate of spending and their upward pressure against the 
price structure will be less. 

Other things are not equal, however. Those government securities which are 
redeemable at the will of the holder—at an appreciable cost, of course—and those 
which are of very short maturity may be classed as quasi-money because, being 





against the rest of the population, since the vectors of gain for the two bargaining parties 
overlie and point in the same direction—a consuming public no longer free to obtain suitable 
(and therefore price-increase restraining) substitutes. Presumably Veblen’s shade is 
waxing mirthful at the expense of Bastiat’s. On aspects of this question see C. E. Lind- 
blom, ‘Collective Bargaining and the Competitive System,’”’ Canadian Journal of Eco- 
nomics and Political Science, XI, 1945, pp. 566-77; H. C. Simons, ‘‘Some Reflections on 
Syndicalism,’’ Journal of Political Economy, LIII, 1944, pp. 1-24; E. Lundberg, ‘“‘The Func- 
tions of Prices in the Melting Pot,’’ Quarterly Review of the Skandinaviska Banken, Janu- 
ary, 1946, pp. 1-7. Technical progress and the multiplication of products, both of which 
operate to increase an economy’s coefficient of substitutability, may counterbalance the 
above tendencies in some measure (e.g., the denaturation of plutonium may yet free coal 
users of bondage to the bilaterally-monopolistic coal industry). 

76 Let p be a weighted average of pa, the price level of physical assets and ps, the price 
level of securities (i.e., nonmonetary, nonphysical assets). Let M,S, and A, respectively, 
represent the stock of money, securities, and physical assets. Let Rm, Ra, and Rs, be 
defined as in footnote 69. Then 


M(Rs + Ra) (2) 
SRm + ARm 
This equation is based on Boulding’s analysis, op. cit., pp. 59-61. 
77 While durable assets may serve as a store of value and enjoy some liquidity premium, 
they can do so only if their elasticity of supply and substitution is low. See H. Townshend, 


‘‘Liquidity-Premium and the Theory of Value,’’ Economic Journal, XLVII, 1937, pp. 
166-68. 
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so close a substitute for money, they may cause the community rate of spending 
to rise.7®= For they may cause the government security holder to spend a larger 
portion of his current income, to discharge a part or all of his excess and even of 
his customary cash balance into the income stream, or to purchase securities or 
property from someone who, having a higher commodity preference ratio, expends 
the proceeds upon goods and services. Accordingly, it is essential, if the inflation 
potential is to be reduced, that additional government securities be exchanged for 
such increases in excess cash balances as have been brought into being by the pur- 
chase of government securities as well as for such excesses as have been caused by 
inflationary financing. 

Consideration of equation (2)7* indicates that an increase in the money stock 
will cause the price level p to rise unless the several preference ratios undergo 
appropriate offsetting modification. Let us suppose that the entire price-in- 
creasing influence of an increase in the money stock is borne by securities, the 
average price and the preference ratio for physical assets (particularly com- 
modities and services) remaining unchanged. An outcome of this sort tends to 
result when the increase in the money stock passes (as much of it probably has) 
into the hands of holders with low commodity preference ratios—generally those 
with higher incomes. Although such a security price increase may generate 
conditions that make for increased commodity prices, its influence in this direc- 
tion will probably be limited. If the rise in the prices of securities causes po- 
tential purchasers of commodities to expect a commodity-price increase, the 
commodity preference ratio may rise and thus produce a commodity-price rise. 
Against this must be set the fact, important in so far as it affects commodity 
purchasers, that an increase in security prices may cause a larger cash bal- 
ance to be held in relation to securities with the result that the commodity pref- 
erence ratio falls. A decline in relevant interest rates—the concomitant of a 
rise in security prices—may cause an increase in the demand for investment goods 
and thus augment income and spending; but it will not have much effect in this 
direction if investment activity is insensitive to interest rate reductions.®° Con- 
sideration of equation (2) indicates also that an increase in securities, money 
being held constant, tends to restrain upward commodity price movements. 
Given such an increase, commodity prices could rise only if the commodity pre- 
ference ratio also rose, and this would be likely only in the event that the incre- 
ment of securities consisted of very close substitutes for money.*! 

It is probable that a significant permanent increase in prices will be averted if 
an upsurge of prices can be prevented during the next 2-3 years when the likeli- 
hood is greatest that the aggregate demand for consumer and producer goods at 


78 In normal times this usually is a salutary effect. 

79 See note 76. 

80 See Lange, op. cit., pp. 17-19. On insensitivity to interest rate changes see Makower 
and Marschak, op. cit., pp. 273-74; F. A. Lutz, ‘‘The Interest Rate and Investment in a 
Dynamic Economy,’’ American Economic Review, XXXV, 1945, pp. 811-30. 

81 The increase in securities reduces their marginal utility in relation to that of money, 
causing their price to fall, at the same time that it causes the marginal utility of money to 
fall in relation to that of commodities. Cp. T. Scitovszky, op. cit., pp. 300-301. 
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current prices will tend to exceed the available supply. The government can 
prevent—certainly mitigate—such an inflationary situation through the ex- 
change of its securities for both excess cash balances and current savings and the 
consequent restriction of aggregate demand within the limits of aggregate sup- 
ply. Should this action call for a limited increase in interest rates on some gov- 
ernment securities, such increase may be viewed as an anti-inflation premium.* 
In the light of the presumptive strong longer-run deflationary tendencies in the 
American economy,™ it is highly desirable that the war-time accumulation of 
liquid assets be prevented from exercising an influence upon aggregate demand 
until a few years hence, when such an accession to demand may be welcome. 
If, on the contrary, these assets are allowed to push prices up to a higher level in 
1946-47 and thereby wipe out the capacity of these assets to support demand 
some years hence, the adverse effects of the longer-run deflationary tendencies 
will be intensified at the same time that the capacity of important segments of 
the population to meet them will have been reduced by prior inflation.® 


8 At this writing the situation is not yet fully discernible. Presumably, given settle- 
ment of major labor-management differences, production and employment will approach 
maximum levels and there will be no overhanging unused productive capacity to hold 
inflationary forces in check if they are unleashed. In February nonagricultural employ- 
ment approximated 44.7 millions; jobseekers approximated 2.7 million, with the prospect 
that demobilization would not raise this figure above 3.5 million. In the first quarter of 
1946, national output was at an annual rate of 180 billion dollars, with civilian production 
in excess of 150 billion; these rates may increase by around 5 billion in the second quarter. 
Consumer disposable income is at an annual rate of about 140 billion, with expenditures close 
to 120 billion. See the Sixth Report of the Director of War Mobilization and Reconversion. 
Inflation will not get under way, Hagen’s study suggests, if aggregate annual expenditure 
at 1944 prices does not exceed 180 billion. See Jobs, Production, and Living Standards, 
pp. 32-48, especially 39-48. See note 90 below. 

83 The case against an increase in interest rates has been stated by L. H. Seltzer, ‘“‘Is a 
Rise in Interest Rates Desirable or Inevitable?’”? American Economic Review, XXXV, 
1945, pp. 831-50. An increase of one per cent in the rate on all government securities would 
add only about 23 billion to the annual outlay of the Federal Government; yet a considerable 
part of this would be recaptured in taxes. Furthermore, subsequent refunding might again 
reduce the average rate. Presumably, a small rate increase, on types of government secur- 
ities, should it prove necessary to induce the retention of government securities and the 
conversion of excess cash into such securities, would exercise little or no adverse effect upon 
the rates asked of entrepreneurs and home builders (because of the separation of capital 
markets), or upon their investment decisions, which are largely insensitive to small interest 
rate changes. See Lutz reference in note 80 above; also Timlin, op. cit., pp. 182-83. 

84 See Boulding, op. cit., p. 62; Hagen, op. cit., pp. 43 ff.; Harris, Inflation; and the papers 
in Public Finance and Full Employment. On the importance of the adequacy of the money 
supply, a price level being given, see Warburton, ‘‘Monetary Theory. ..,” op. cit., pp. 
114 ff.; Modigliani, op. cit., pp. 66-67, 71 ff., 86-88; Bouldings, op. cit., p. 62. 

85 The general reaction against the quantity theory of money, as A. G. Hart points out, 
is responsible for the present-day disposition to ignore the stimulative effect of accumulated 
monetary and other liquid assets upon consumption, investment, and prices; this reaction 
ignores the cumulative character of the effects of factors such as the monetary. ‘‘It would 
be irresponsible to overlook the inflationary dangers in sight for the transition... The 
deflationary wolf is real; but he may not be the nearest peril.” See ‘‘‘Model-Building’ 
and Fiscal Policy,’? American Economic Review, XXXV, 1945, pp. 537, 540, 552. Present- 
day economic thinking frequently smells of the slump. Will it smell of inflation in the 
depression period to come? Cp. D. M. Wright, op. cit., pp. 304-07. 
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What has been said has related largely to nonbusiness holders of excess cash 
and other assets. A recent study of the behavior of corporate cash balances® 
indicates that not until the 1930’s did the corporations studied hold much cash 
in excess of their transaction needs. Our estimate of excess liquid asset holdings 
(Table IV), while not comparable with those reported in this study, is not greatly 
at variance with it. Since 1939, large manufacturing corporations have accumu- 
lated relatively less excess cash and government securities than have the less 
large manufacturing corporations and the trade corporations. Inasmuch as the 
propensity to hold excess cash was greater on the part of the large manufacturing 
corporations than on the part of the others in the 1930’s, it may be that more 
inflationary pressure will come from the latter group. Presumably, many of the 
corporations covered will remain independent of the banking system. The find- 
ing of an inverse correlation between the interest rate and the holding of “free” 
(i.e., excess) money suggests ceteris paribus that (be it necessary) a higher interest 
rate than is now paid corporations on their government holdings may encourage 
their retention of government securities provided that the profit situation does 
not call for too much expansion; if this be the case, the conversion of the corporate 
bond holdings into cash may be sufficiently slowed down to eliminate most of 
their possible inflationary influence.*’ 


Vv 


Our analysis suggests that the American economy is suffering from a plethora 
of money, ranging between 41 and 77 billion dollars, including U. 8S. Government 
cash balances. This excess can give rise to price increases ranging perhaps be- 
tween 20 and 150 per cent (even in the absence of further credit inflation), should 
investment, consumption, and investment-plus-consumption, respectively, 
continue for several years to exceed planned savings, income-minus-savings, and 
income. Given further credit inflation and elastic price expectations, prices 
could rise even more. A threefold task, therefore, confronts the economic 
statesmen of America: (a) prices—expecially important prices such as monetary 
wage rates and raw stuff prices—must be subjected to effective control until the 
excess money supply can be denatured; (b) the excess money supply must be 
denatured; (c) the denatured money supply must be renatured some years hence 
when conditions warrant. The following courses of action are indicated: 

(1) Prices and costs must be kept under rigorous control until inflationary 
pressure from the demand side subsides (2-3 years from now after 
business and consumer inventories have been replenished) and the 
continuing highly inflationary drive to push up costs (particularly 
wages and farm prices) has been subjected to appropriate restraints. 
A system of priorities must be used to buttress price controls and 
meet bottleneck conditions where they exist. 


8° FF. A. Lutz., Corporate Cash Balances, 1914-43, New York, 1945; also A. Kisselgoff, 
‘Liquidity Preference of Large Manufacturing Corporations,’’ Econometrica, XIII, 1945, 
pp. 334-44. 

87** A one-per-cent fall in interest rates will provoke an increase of ‘free’ money of 1.26 
per cent, while a one-per-cent decrease in the rate of profit will result in an increase in ‘free’ 
money of 0.96 per cent’’. See Kisselgoff, op. cit., p. 342. 
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(2) Fiscal and banking measures must be introduced to sponge up the 
excess money supply and to prevent unwarranted additions to it. 
(a) Taxes should be increased sufficiently to give rise, for 2-3 years, 

to a budgetary surplus of at least 5 billion annually. 

(b) The Treasury should (i) impound its present deposit balance 
and rely upon taxation and the sale of bonds to noninflationary 
lenders to cover current expenditures; (ii) continue both peri- 
odic bond drives and payroll deduction programs, with the 
object in view of distributing appropriate types of bonds to the 
holders of excess money.** 

(c) The Federal Reserve Board must be empowered to increase 
member bank reserve requirements appreciably above present 
maxima (say 90 per cent for demand deposits, and in due pro- 
portion for time deposits). Given such power the Federal 
Reserve System can shrink the volume of credit outstanding 
and prevent all credit extension which tends to have an infla- 
tionary effect.® 

(3) The Treasury must impound the excess money it draws in through 
its bond sales, and hold it out of circulation until, several years from 
now, an increase of the nation’s money supply as of that time may be 
in order. The impounded money may then be fed into the economy 
at a rate adjusted in part to the degree of prosperity regnant. If the 
excess money is used in this fashion it may be made to serve the cause 
of future prosperity instead of that of present inflation. 


88 What makes a bond appropriate depends upon the buyer and the circumstances. 
While the government should strive to distribute securities bearing low interest, not eligible 
as bank assets or bank loan collateral, and not redeemable on demand, it must subordinate 
the nature of its offerings to the object in view, namely, the absorption of excess funds and 
the encouragement of government security retention. Presumably the rates on savings 
bonds are high enough already: education, not augmentation of interest rates, is 
prerequisite to disposing individuals and other eligible holders to carry these. In 
respect to certain other issues there may be a case for rate increases. Only the Treasury 
can answer this, but it cannot answer intelligently if it makes an unintelligible fetish of low 
interest rates. The eight loans since Pearl Harbor distributed to nonbank investors about 
$18 billion per loan, of which individuals and partnerships took about 53. Three loans, 
half as successful, would absorb $25-$30 billion, or enough to meet the current budgetary 
deficit and provide $10 billion in addition. 

89 Other devices have been suggested: e.g., that banks be required to adjust their govern- 
ment security holdings to their demand deposits. See Robinson, in Public Finance and 
Employment, p.78, also the comments of Hardy and Leland, ibid., pp. 136 ff. 

9° The presence of government securities in the hands of a large part of the American 
population will also tend to stabilize purchasing power in times of bad trade. For bond- 
holders, feeling a higher degree of security than in their bondless days, will shrink their 
spending rate less in bad times than formerly. Furthermore, if their current income 
is inadequate, they may convert some of their holdings into cash or use them as loan col- 
lateral. 

According to the (June 8) minority report of the Senate Banking and Currency Com- 
mittee, the price control bill reported out by this committee, if enacted into law, may raise 
prices 50 per cent, add $8 billion to the annual cost of living, and destroy one-third of the 
value of wartime savings. It will also unleash, it is being predicted, a wave of speculation, 
withholding, strikes, and unrest. 








REGIONAL ASPECTS OF THE PROBLEM OF 
FULL EMPLOYMENT AT FAIR WAGES’ 


J. V. VAN SICKLE 
Vanderbilt University 


Ever since the late President Roosevelt’s declaration that the South constituted 
the “‘Nation’s number one economic problem,” evidences of extra-regional con- 
cern with happenings in this part of the country have multiplied. The FEPA 
is the most dramatic current expression of this concern. Leaders of organized 
labor of necessity must take account of Southern labor standards in formulating 
their strategy. The CIO is reported to have set aside a million dollars to be 
spent in the present year in an organizing campaign in the South designed to raise 
the regional level of wages. Several Administration bills now pending in the 
Congress point in the same direction. Perhaps the least publicized is the one 
(HR 4068 and 8. 1385) to authorize and provide funds for expanding Federal and 
state activities designed to encourage the industrialization of underdeveloped 
areas, “particularly in areas with surplus agricultural labor.’” 

This solicitude is justifiable. Differences in levels of living, particularly as 
between the Old South, the North and the West, are disquietingly large, too 
large to be accepted any longer as a matter of course. They weaken national 
unity in the same way that abject poverty in the so-called backward countries 
weakens world unity. 

Dr. W. 8. Woytinsky, now with the Social Security Board, has worked out a 
convenient measure of this gross regional disparity in his Report on Earnings and 
Social Security in the United Siates.* For each of the twelve years, 1929-1940 
inclusive, he calculated a ratio obtained by dividing the median per capita income 
of the five highest ranking states by that of the five lowest ranking states, and also 
corresponding ratios for all wage earners in covered employment and for wage 
earners in industry. In 1929 the first ratio stood at 3.46. By 1931, at the depth 
of the depression, it had increased to 4.64. In 1940 it again stood at the old level, 
3.45, to be exact. This meant, on the average, that individuals in the richest 
states, at the beginning and at the end of this twelve year period, had approxi- 
mately 3} dollars to every dollar possessed by individuals in the five poorest 
states. Needless to say, the five poorest states throughout the period were South- 
ern states. For all wage earners, the ratio was 2.07 (1937); for wage earners 
in industry, it was 1.76 (1935). These last two ratios are very significant. They 
show that the incomes of Southern wage earners as a whole were substantially 


1 This paper, which was read at the February meeting of the Southern Economic Asso- 
ciation in Atlanta, Georgia, was prepared at the same time as the author’s ‘‘Geographical 
Aspects of a Minimum Wage,”’ in the Spring 1946 issue of the Harvard Business Review. 
Several of the concluding paragraphs are identical in the two articles. 

2 This phrase is from President Truman’s January, 1946, State-of-the-Union Message. 

? Committee on Social Security, Social Science Research Council, Washington, 1943. 
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closer to national parity than was the income of the entire population, while the 
income of industrial workers stood even closer to parity. 


I 


The above relationships indicate that Southern poverty is rooted in the ex- 
ceedingly low rewards going to the agricultural population, and that the road to 
parity must be via a reduction of population pressure on the agricultural re- 
sources of the South. This reduction can be realized through a massive migra- 
tion of Southern rural folk from the South or through the provision of greatly in- 
creased non-farm job opportunities within the South, particularly industrial 
opportunities, since commerce, finance, and the service industries are the hand- 
maidens of industry and grow up parallel with industrial development, or through 
a combination of migration and industrialization. Planning for a more prosper- 
ous South requires that a decision be made as to the relative importance to 
be given to these two methods of adjustment. We must decide whether the sur- 
plus agricultural population of the South should be encouraged to seek non-farm 
jobs outside the region or whether outside capital should be encouraged to come 
South to provide these jobs within the region. 

To the writer it seems clear that the second alternative should be chosen. 
Constructive planning for the South should give precedence to measures that 
encourage the bringing of jobs to men rather than men to jobs. This is the 
American position with respect to the peoples in the “backward” countries. 
We do not propose to assist them by opening our doors. We believe that access 
to American capital and American technological leadership can help these people, 
and this is true provided we keep open the channels of trade. This is a sound 
decision which is as applicable domestically as it is internationally. It is better 
to bring Southern incomes up to parity with those in other parts of the country 
by encouraging capital movements than by attempting to assist millions of 
Southern farmers to migrate to other areas. 

At this point another important issue of principle must be settled. Should 
planning for a more prosperous South place primary reliance on public, i.e. 
“fiat,” investment or on private investment? Obviously both methods can and 
should be used, but if the decision is in favor of putting primary reliance on pri- 
vate investment, the public investments (through variable grants-in-aid, TVA’s, 
etc.) must be made in such fashion as not to destroy the basis for private invest- 
ment. Here again it seems clear to the writer, for reasons connected with his 
preference for a society based predominantly on private property and private 
enterprise, that the correct decision is to place primary reliance on private in- 
vestments. This means that the profit motive should be relied upon as the prin- 
cipal, though not the exclusive, means of attracting outside capital into the South. 

To sum up, planning in the United States should give precedence to measures 
that increase the geographical mobility of capital and the local versatility of men. 
In addition, if it is to be consistent with the free enterprise system it should make 
liberal use of private initiatives and private motivations, of which one of the 
most potent is the profit motive. This means that national planning should not, 








38 J. V.. VAN SICKLE 


create a situation which would destroy the South’s ability to offer somewhat 
higher rewards for capital than those prevailing in wealthier parts of the country, 
risk considered. This differential in favor of capital can be paid only if some 
other factor is prepared to accept an unfavorable differential. Unskilled labor 
is the principal factor capable of providing the differential for capital. Positive 
action is not needed to create the required labor differential. Market forces 
automatically bring it into existence. Unskilled labor, being much more abun- 
dant in the South relative to capital, naturally tends to be rewarded less than in 
parts of the country in which the ratio of capital to unskilled labor is higher. 
Skilled labor, on the other hand, being scarce tends to be rewarded as well as or 
better than in other parts of the country. 

This differential and the related capital differential have in the past promoted 
a movement of low-paid Southern workers to high wage areas and an influx 
of capital into the South from wealthier areas. To date, Southern diversifica- 
tion has depended primarily on this two-way movement and the results have been 
substantial, and would have been even more substantial if the region’s rates of 
population growth and soil depletion had not counteracted them. For at least 
two generations the rate of industrialization in the South has exceeded that in 
any other part of the country. This trend, which Professor J. J. Spengler of 
Duke University was one of the first to point out, led him to conclude that “a 
considerable proportion of such future manufacturing as takes place in the United 
States will take place . . . in the Southeast.”*® Meantime, Federal investment in 
the South has in the recent past operated and can still more in the future operate 
on the population growth and soil depletion differentials. Southern prospects 
are favorable. 

This development did not occur in a vacuum. Adaptations were required of 
other parts of the country to fit the emerging industrial South into the national 
economy. Certain industries and the groups dependent on them had to bear the 
brunt of these adaptations. Not unnaturally, they felt that they were the vic- 
tims of unfair competition. They reacted to the growing Southern competition 
precisely as they reacted to foreign competition. Not all of the current concern 
for the South is disinterested. 


II 


The remainder of this paper is concerned with the following three interde- 
pendent pieces of Federal legislation: the pending amendments of the Fair 
Labor Standards Act, the Public Contracts Act and the Full Employment Act of 
1945. The purpose is to determine (1) whether they are in conformity with the 
planning principle advocated in the first part of this paper, and (2) whether they 
will actually accomplish the main purposes set forth in their preambles, i.e., 
the strengthening of the private enterprise system and the maintenance of full 


4 Space limitations prevent me from introducing a few qualifications connected with 
freight rates and other private pricing policies. 

5 “Regional Differences and the Future of Manufacturing in America” in Southern 
Economic Journal (April, 1941). 
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employment. It will be argued (1) that they are animated by the same fear of 
competition that is responsible for our high protective tariff; (2) that they 
threaten either a run-away inflation or a degree of regimentation of investment 
and of prices that is inconsistent with the requirements of a vigorous and respon- 
sible system of private enterprise; (3) that they violate the sound planning princi- 
ple of encouraging jobs to move to men and that, as a consequence, (4) they will 
hurt the South without any adequate compensating advantage to the nation as 
a whole. 

The argument is not to be interpreted as a complete rejection of the Adminis- 
tration’s theory of employment. The writer believes that there is a place for 
minimum wage legislation in a free-enterprise society and that there is much 
that the government can and should do directly and indirectly to stabilize pri- 
vate employment at a high level. His objections are directed at the means not 
at the ends which the legislation here under consideration seeks to realize. 

The Fair Labor Standards Act. This Act established a uniform nationwide 
floor under wages of 40 cents an hour for a forty-hour week for workers in inter- 
state commerce, to be reached over a seven year period ending in October, 1945, 
and with time and half for overtime. War conditions brought the mimimum to 
40 cents well before the end of the transitional period. Amendments are now 
before the Congress which would raise the minimum first to 65 cents, effective 
for one year, then to 70 cents effective for one year. Thereafter the minimum 
would be 75 cents. Coverage is extended to certain industries hitherto ex- 
empted. More important, the Administrator is authorized, on the basis of 
recommendations by industry committees, to fix minimum rates, not merely for 
unskilled workers but also for a reasonable number of job classifications above the 
unskilled rate. This is a far-reaching extension of Federal control of the proc- 
esses determining the formation of wages. Finally, the bill removes the escape 
clause which permitted the Administrator to authorize exceptional rates to pre- 
vent serious unemployment. 


The Public Contracts Act of 1936 authorizes an Administrator, who is now also 
the Administrator of the Fair Labor Standards Act, to exclude from bidding on 
government contracts exceeding $10,000, plants which fail to pay fair wages 
and otherwise observe fair labor practices. Under this act, prior to World War 
II, the Administrator quite regularly established minimum wages which exceeded 
the definition of “fair’’ set forth in the Fair Labor Standards Act. Moreover, 
and with only a few exceptions, he held that the locality to which reference was 
made in the law was to be defined as the entire national market. This ruling was 
in defiance of what, at least to a layman, would appear to have been the clear 
meaning of the law. The Act discriminates against small plants in more orless 
rural communities. The South has been particularly affected. The further 
significance of this Act will come out in connection with the third piece of legisla- 
tion here under consideration. 


The Full Employment Act of 1945. Despite emasculation at the hands of the 
House, the Senate and the Senate-House Conference Committee, the original 
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bill still provides the most complete expression of the Administration’s employ- 
ment philosophy. The underlying theory was repeatedly endorsed by President 
Trumanin his recent (January) message to the Congress on the State of the Union. 
Senator James E. Murrey, principal sponsor of the original measure declares that 
the compromise Bill, which now bears the awkward title “Maximum Employ- 
ment, Production and Purchasing Power,” contains “all the essentials of a full 
employment program.” He contends that the economic report called for in the 
conference Bill can accemplish the purposes of the National Budget report and 
that ‘the right to work” though deleted is still “implicit in the language of the 
Conference Bill.” The Senator further stressed the point that the passage in 
the Conference Bill which authorizes the Federal Government to ‘co-ordinate 
and utilize all its plans, functions and resources”’ will permit the Federal Govern- 
ment to achieve its objective of full employment. The important thing now, 
the Senator declared, is to see to it that those selected for the council provided 
for in the Conference Bill should “believe in the objective of full employment, 
in the basic responsibility of the Federal Government for maintaining conditions 
of full employment and in the need for the Federal Government to utilize all its 
resources for the purpose of discharging this responsibility.”* The original bill 
remains a highly significant document. Without apologies, therefore, the follow- 
ing discussion will be based upon the Full Employment Act of 1945 as set forth 
in the Senate bill, S. 380. 

The Bill opens with a declaration to the effect that “all Americans able to 
work and seeking work have the right to useful, remunerative, regular and full 
time employment”’ and that it is the declared policy of the United States to assure 
the existence at all times of sufficient employment opportunities to enable them 
“freely to exercise this right.” In the execution of this responsibility the Presi- 
dent is directed at the beginning of each calender year to estimate (1) the labor 
force, including the self-employed in industry and agriculture, that will be seeking 
work during the fiscal year beginning six months hence; (2) the aggregate volume 
of investment and expenditure by private enterprise, consumers, state and local 
governments and the Federal Government, required to produce such volume of 
the gross national product at the expected level of prices as will be necessary to 
provide remunerative employment opportunities for the estimated labor force; 
and (3) the volume of prospective investment and expenditure by all these groups 
that is to be anticipated in the absence of any new legislation. Allowances are 
to be made for the effects of foreign investments and for imports and exports. 

On the basis of these three estimates the President is instructed to inform the 
Congress as to whether the prospective volume of spending is adequate to pro- 
vide the entire labor force with full time remunerative employment. [If it is not, 
he is instructed to recommend job-stimulating modifications of existing Federal 
laws and to encourage states and localities to do likewise. Finally, if, in his 
opinion, these measures will not insure full and remunerative employment, he is 
directed to recommend such increased Federal investment and spending as may 
be needed to provide full and remunerative employment. 


&C. P. Trussel in the New York Times of February 9. 1946. 
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What does all this mean? To the writer, at any rate, it would appear clear 
that the experts in the Office of the President charged with forecasting the Na- 
tional Budget would be obliged to reckon as unemployed or underemployed all 
those earning less than the minimum set by the Fair Labor Standards Act. The 
temper of the present administration seems to justify the importance which is 
here attached to the adjective remunerative in the Bill. Presumably, if the 
amendments to the Fair Labor Standards Act are passed, it would also have to 
rule out as unremunerative rates for job classifications above the unskilled level 
that fell below the minima set by the industry committees. Since millions of 
workers in intrastate business and in agriculture are actually receiving rewards 
substantially below these minima, it would follow that the experts would have to 
certify to the President that the prospective gross national product would not 
suffice to provide remunerative employment for the entire labor force for the 
forthcoming period. It would then be incumbent upon the President to an- 
nounce that a huge prospective deficiency in the national budget existed, even 
though in fact the economy was operating and would continue to operate at a 
high level of employment during the next fiscal period. He would, thereupon, 
be obliged to recommend corrective legislation. 

The bill lists a number of modifications of existing legislation that the President 
should take into consideration, including but not limited to banking and currency, 
monopoly, foreign trade and investment, agriculture, taxation, social security 
and any other matters that might directly or indirectly affect the level of non- 
Federal investment and expenditure. 

It is entirely proper and it is already the duty of the President to submit recom- 
mendations of this sort. The Congress should provide the Office of the President 
with the resources needed for the effective discharge of this duty. It seems safe 
to predict, however, that non-spending measures operate too slowly to accom- 
plish the mandate of the Bill, which is to create conditions such that no unskilled 
worker in public or private enterprise, employed for wages or self-employed, 
including those in agriculture and domestic service, should receive an earned in- 
come of less than 65 cents and eventually 75 cents an hour. 


Ii 


Certainly, the Southern economy does not at the present time provide re- 
muneration at anything like this level. The situation in Tennessee may be re- 
garded as typical of the South generally. During the first quarter of 1945, there 
were only six industry groups in the state whose wage scales satisfied the 65 
cent definition of a fair wage set forth in the pending amendment to the Fair 
Labor Standards Act. They were either highly unionized industries or war 
industries working on a cost plus basis and they provided employment for only 
one-seventh of the workers in covered employment. The remaining six-sevenths 
worked in industries paying a substantial proportion of their employees less than 
65 centsan hour. In the apparel industry, for example, 43 per cent of the workers 
were earning less than 50 cents an hour and 93 per cent received less than 65 cents. 
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In textiles, the corresponding figures were 27 per cent and 92 per cent. For 
manufacturing as a whole, 42 per cent received less than 65 cents an hour.’ 

Nor can most Southern concerns at present pay any such rates. Its manu- 
facturers, who are primarily affected, are already paying their workers more than 
other employers in the region and a larger proportion of the value added by manu- 
facturing than are plants in the more industrialized parts of the country. Only 
a sharp rise in the general price level could save Southern industry from serious 
harm. There is no reason, however, to expect any prompt rise in prices, in view 
of the fact that the 65-75 cent minimum wage would affect little, if at all, the 
level of wages in the more industrialized parts of the country. 

It seems clear, therefore, that enforcement of a 65-75 cent minimum wage 
uniform throughout the nation would have several consequences all inimical 
to the maintenance of employment and of purchasing power. First of all, a 
substantial number of Southern workers engaged in interstate commerce would 
lose their jobs. Some would find less well-paid jobs in agriculture and intra- 
state businesses, forcing rewards in these fields to still lower levels. Some would 
migrate to and find employment in high-wage areas, provided wage rates there are 
sufficiently flexible to admit them into the labor market. Some would remain 
on public or private relief. The more unyielding the wage rates the higher would 
be the volume of relief. Jn and of itself, the Bill here under consideration is 
deflationary. But obviously the Congress will not be able to stop at this point. 
Having caused unemployment, it will be under a moral obligation and tremendous 
political pressure to take care of those it has legislated out of jobs. 

The original Full Employment Bill tells us what the Administration would 
urge upon the Congress. The President would recommend public works suffi- 
cient to provide all unskilled workers with jobs paying at least 65 cents an hour. 
Skilled labor would have to be paid correspondingly more. In so far as the gov- 
ernment operated through private contracts, the wage provisions of the Public 
Contracts Act would prevail and these might be even higher. The Full Employ- 
ment Act of 1945 states explicitly that “all applicable laws” should apply on 
Federally supported programs undertaken to provide full employment. 

Since the bulk of the unemployment would be concentrated in the South, 
it may be presumed that the bulk of the Federal spending would be directed to 
the South. The pending bill for the development of employment opportunities 
in underdeveloped areas, to which reference was made earlier, fits into the picture 
at this point. 

The end result of this complex of measures would appear to be: (1) the creation 
of a South in which a disproportionate part of the jobs would be provided by 
governmental agencies; (2) the injection of an inflationary stream of purchasing 
power that would break through existing price controls and bring on a runaway 
price inflation, unless indeed we were prepared to revert to the drastic controls 
that we willingly accepted during the war. 

The inflation threat deserves emphasis. (The assumption here is that the 


7 Source: Preliminary Study, Research and Statistical Section, Tennessee Department 
of Employment Security. 
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public-works program would be financed from inflationary sources.) The bulk 
of the funds would go in the first instance to the workers on government projects. 
They would spend this money in consumer goods markets. The goods coming 
into consumer markets would be reduced, however, to the same extent that labor 
had been diverted from the consumer-goods industries. True, this labor would 
be producing useful goods and services but these would be public goods and unless 
charges were made for their use, the additional consumer income generated by 
the Federal spending would flow undiminished into the thin consumer-goods 
market. Only drastic rationing and resource allocations could prevent a sharp 
rise in prices. Each of us must decide for himself whether the American govern- 
ment in time of peace could successfully keep the lid on prices. The writer, at 
any rate, is profoundly skeptical. The more the government entered fields tra- 
ditionally reserved to private enterprise the less the threat of inflation, but the 
effect on the private enterprise system might well prove serious. 

The importance of preserving a system of free private enterprise is a matter on 
which reasonable men may differ. ‘Those who believe that democracy, individual 
freedom and international peace are all dependent on our success in improving the 
private enterprise system and making use of the adjustment mechanism provided 
by free market prices for goods, services and the factors of production are deeply 
concerned by planning measures of the type here discussed, which thwart rather 
than humanize and assist the adaptations which free prices show to be necessary. 
Mere declarations of faith in free competitive enterprise such as abound in the 
preambles to these laws are not sufficient to allay their fears. 

Nor is it clear that this method of assuring high employment “‘will assist in 
developing trade and commerce with foreign nations,” to quote another of the 
declared purposes of the Full Employment Bill. Skepticism on this point stems 
from a fallacious idea underlying the whole program, which is that competition 
is unfair and detrimental to interstate commerce, whenever that competition and 
the resulting trade are due to marked disparities in the earnings of workers of 
comparable skills. If that assumption is accepted as regards interstate trade, 
it would seem at least highly probable that the groups responsible for this legisla- 
tion will succeed in imposing it on America’s dealings with foreign countries. 
They will hold, and very logically, that if it is unethical and unfair to ask workers 
in Detroit to compete with lower paid workers in Atlanta, it would be 
equally unfair to ask these same Detroit workers to compete with Polish workers 
in Lwow or Chinese workers in Chungking. Asa matter of fact, Mr. Emil Rieve, 
General President of the Textile Workers Union of America, C.I.0.,* memori- 
alized the UN delegates assembled at San Francisco, urging them to bar loans to 
foreign countries and to bar the products of the industries of foreign countries 
from international trade unless they agreed to pay fair wages and otherwise ob- 
serve fair labor standards. The labor standards, other than wages, which he 
recommended were those which up the present time only wealthy countries have 
been able to realize. They presuppose a higher valuation of leisure than many 


8 International Labor Standards a Key to World Security, published by the Textile 
Workers Union of America, CIO. New York, 1945. 
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countries can afford. He did not venture to give a monetary definition for a 
fair wage but he very clearly had in mind a wage high enough to prevent cheap 
textiles from entering the American market. 

In brief, this whole approach to the problem of full employment at fair wages, 
both in its national and in its international aspects, is vitiated by the unwilling- 
ness of its sponsors to recognize the necessity of accepting regional differences 
in wages and labor standards. They refuse to recognize that social justice cannot 
be attained by imposing a uniform rule over an area in which there are marked 
diversities in resources. National prohibition provided us with a demonstration 
of the fallaciousness of this idea in one important field of social behavior. A 
National Fair Employment Practices Act may yet provide us with a second dem- 
onstration of the wrong way of accomplishing a worthy objective. ‘The measures 
here under discussion represent a third example of the same error. 


IV 


The damage which the existing concept of full employment at fair wages threat- 
ens to cause could be obviated by a relatively simple modification of the Fair 
Labor Standards Act. What is needed is a recognition of local differences. 
Ideally the law should follow the original model in the WPA program. As first 
formulated, that program recognized four regions and for each of these regions 
maximum per month earnings were established which varied according to the 
size of the community. Communities in each region were classified into five 
groups according to the populations of the largest city or town in the country 
and substantial earnings differentials were accorded with a view to bringing 
earning on WPA programs into line with prevailing earnings in private enter- 
prise. Intra-regional, as well as inter-regional, differentials were substantial. 
The Fair Labor Standards Act should incorporate this same principle. State 
per capita incomes provide a suitable basis for the establishment of economic 
regions. Within each region a minimum might be set up beginning with the most 
rural communities and for each community class the minimum should be fixed 
in such afashion as not to cause any substantial unemployment. - This does not 
mean that the minimum should simply recognize the status quo. It might 
be fixed at approximately the wage rate representing the top of the lowest fourth 
of wage rates found to be prevailing in each community class. This rate would 
tend to squeeze out some of the less efficient employers or else force them to dis- 
cover ways and means of improving their efficiency. 

It is obvious that the recognition of regions of the sort suggested in the preced- 
ing paragraph raises difficult issuesof a political nature. A tolerable compromise 
might be to recognize only size of community differentials. This solution would 
still involve a differential burden upon the agrarian Southeast, which would slow 
down somewhat but not stop its industrial development. 

There is something to be said for such a slowing down, providing it be not 
serious. The extremely low levels of earnings in Southern agriculture make it 
possible, if all wage floors are withdrawn, for American capital and know-how 
to come into the South and secure labor at rates so much below those prevailing 
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in areas where the labor market is tighter and the capital supply more abundant 
as to cause serious disorganization and unemployment and social suffering in 
these wealthier areas. The development of the South may proceed on sounder 
lines if it does not proceed too rapidly. It gives the South time to prepare 
itself politically and emotionally for-the new way of life that industrialization 
involves. 

Meantime, the wealthier areas of existing industrial concentration would have 
more time to provide alternative opportunities for the labor and capital attached 
to those industries which would naturally tend to gravitate toward the South. 

Thus, some narrowing of regional wage differentials through government pres- 
sures can be defended on broad general grounds in precisely the same way that 
moderate and stable tariff rates can be defended. 

The periodic upward manipulation by government fiat of wage rates in the 
agrarian South, however, will have the same disastrous effect upon the South’s 
ability to secure and service outside capital as does the periodic raising of tariff 
rates against the products of poor countries, which have managed to gain access 
to American capital. The motivation in both cases is protectionist. For the 
Federal Government to squeeze wage differentials to the vanishing point, at this 
stage in the South’s industrial development, is comparable to the levying of 
prohibitive tariffs upon products coming from abroad. Just as prohibitive tariffs 
make the world as a whole poorer and more warlike, so the fiat elimination of 
geographical wage differentials will make the American economy as a whole 
poorer and politically and socially more unstable and more charged with sectional 
animosities. 

If the Fair Labor Standards Act could be amended along some such lines, the 
Federal Government could do many things to raise the level and increase the 
continuity of private employment in the United States, with less risk of inflation 
or of rendering the private enterprise system unworkable. Such a modification 
would have the further advantage of keeping open the door through which the 
South can enter into the national economy as an equal partner and without any 
necessity of looking to the Federal Government as the main provider of jobs. 
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The current widespread controversy over postwar government agricultural 
policy reveals a great diversity of opinions. On the one hand there is talk about 
abandoning the parity concept and letting farm prices seek their level in a free 
market, and on the other hand there are demands for higher guaranteed prices 
and more severe production and marketing controls. There are even those who 
advocate high government-guaranteed prices without production controls or 
marketing quotas. Southern agricultural leaders are to be found in nearly all of 
the major opinion groups and each is sure that he supports the best interests of 
Southern farm people. 

It is highly desirable to find a fairly simple basis for deciding whether a par- 
ticular policy or program will have good, bad, or indifferent effects upon agri- 
culture in general and upon Southern agriculture in particular. It is the opinion 
of the writer that if such a criterion exists, it is to be found in certain basic facts 
and relationships that exist in agriculture and will probably continue to exist for a 
fairly long time regardless of governmental programs and policies. This paper 
sets forth one such criterion and uses it as an analytical tool in evaluating certain 
possible postwar economic policies and programs. 

It is an exercise in futility to try to study the economic problems of agriculture 
without devoting considerable thought to agriculture’s relative position in the 
total economy. Practically all of the economic activities in the United States and 
in the western world are closely interrelated. Through the market networks of 
our exchange economy, both prosperity and depression tend to spread from 
industry to industry and from nation to nation. In a competitive economy free 
from artificial restrictions upon the movement of people and resources from one 
place to another and from one industry to another, there will be a tendency for 
prices paid for the use of similar factors of production to be equal in all industries. 

In a dynamic economy, however, the prices paid for the use of identical pro- 
ductive factors would not be exactly equal in all industries even if conditions of 
pure competition (in the theoretical sense) prevailed throughout the entire econ- 
omy. Except in the case of the most liquid form of capital, there are considerable 
costs involved in shifting resources from one industry to another and from one 
place to another. To attract resources and people from one industry to another 
is therefore no easy matter and can be achieved only by offering remuneration 
which is more than sufficient to offset all transfer costs. 

In the simple case of an expanding industry and a declining industry employing 
the same type of labor, wages in the former will exceed those in the latter by the 


1 This paper was prepared for presentation at a meeting of the Southern Economic 
Association, Atlanta, Georgia, February 15-16, 1946. 
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amount necessary to induce workers to shift occupations at a rate commensurate 
with the changing requirements of the two industries. If the shift involves 
nothing more than applying the same skills in a different plant in the same town, 
the difference in wage rates in the two industries will be small. On the other 
hand, if the shift involves moving a long distance, learning new skills, and perhaps 
joining a new union with high initiation fees and high dues, it will take a much 
higher wage premium to bring about the required shift of labor. If hourly wage 
rates in the two industries are made equal by government decree or by union 
action, the average situation of the workers in the declining industry will not 
necessarily be any better; partial or complete unemployment of part of the work- 
ers will take the place of wage-rate differentials in forcing workers to change 
occupations in spite of the costs involved in making the change. 

It is a well known fact that the farm families of the United States, and particu- 
larly of the South, have birth rates that are far above the level required to replace 
the farm labor force. In the South the rate of replacement is almost twice that 
required to maintain the same number of male workers on farms in 1950 as were 
on farms in 1940.2 

The economic welfare of the agricultural population of the South is dependent 
in a very large measure, therefore, upon the existence of non-agricultural employ- 
ment opportunities and upon easy access to those opportunities.2 That is so 
much the core of the problem that everything else (such as mechanization, con- 
servation, diversification, etc.) can be considered as merely trimmings. As a 
matter of fact, if surplus farm population does not have continuous and relatively 
unimpeded access to non-agricultural employment, mechanization, conservation 
and diversification will be greatly retarded. A heavy surplus of people on farms 
will cause very low wage rates for farm labor, and that will certainly impede the 
introduction of expensive machinery. Also, competition for land will cause 
farms to be uneconomically small and land values to be excessively high, both of 
which facts will tend to discourage conservation and diversification. 

Contrary to the situation prevailing in most other occupations, people are born 
into agriculture. By the time a farm boy reaches the age at which non-farm boys 
begin to learn an occupation, he has already had several years of farm experience. 
For a farm boy the acceptance of a non-farm job actually represents a change of 
occupations and involves the junking of many skills and much training. It 
follows that if incomes from farming were substantially equal to those obtained 
from engaging in occupations requiring comparable ability, the only people who 
would leave agriculture would be those who particularly dislike to farm, and the 
chances are very strong that they would be replaced in a large measure by city 
people enamored of the idea of living on afarm. Yet the fact remains that even 


2 Conrad Taeuber, ‘‘Replacement Rates for Rural-Farm Males Aged 25-69 Years, by 
Counties, 1940-1950,” Mineographed publication of the Bureau of Agricultural Economics, 
U.S.D.A., December, 1944. 

3 For similar implications see Kenneth E. Boulding, Economic Analysis, Harper and 
Brothers, New York, 1941, pp. 207-208. Also, Theodore W. Schultz, ‘‘Changes in Economic 
Structure Affecting American Agriculture,” Journal of Farm Economics, February 1946, 
pp. 17-22. 
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if there should be no technological improvements in Southern agriculture during 
the next few decades, farming can offer productive employment to only about 
half of the boys who grow up on farms. The other half must find industrial or 
commercial employment; otherwise they will be relegated to marginal and rela- 
tively unproductive positions in agriculture, and the resulting low productivity 
per capita will cause farm incomes to fall. 

The pressure of farm population upon agricultural resources in the South is an 
inescapable fact, and it is essential to keep that fact in mind when evaluating 
economic programs and policies. There is no policy that can, for any consider- 
able period of time, raise the average income of Southern farm people up to the 
level enjoyed by people engaged in comparable industrial work. To do so tempo- 
rarily would be to remove the economic incentive which causes surplus agricul- 
tural population to move into industrial employment, and the resulting 
oversupply of farm workers would reduce per capita farm income sufficiently to 
overcome the transfer costs involved in shifting from agriculture to industry. 
Anything that makes it difficult for a farmer to get a job in industry or commerce 
or to go into business for himself increases the transfer cost of shifting out of 
agriculture and thereby tends to increase the difference between farm incomes 
and incomes from other sources.‘ 

It has long been a practice of business men to try by every possible means to 
set up barriers against the entry of competitors into their specific field of en- 
deavor. Their protestations of the virtues of free enterprise to the contrary 
notwithstanding, large groups of business men, industrialists, and professional 
men have sought and received government aid in erecting such barriers. There 
are a maze of municipal, state, and Federal regulations which operate effectively 
to discourage the entry of outsiders into a large number of occupations. Cases 
in point are patent laws; health regulations which go far beyond the obvious needs 
for public health protection or are administered in such a way as to favor certain 
groups; building codes which go beyond the needs of safety in restricting the use 
of certain materials and thereby restrict employment opportunities in industries 
producing such materials; license requirements which allow established members 
of professions and trades to set up entrance requirements for would-be competi- 
tors and employ the power of the law to exclude people unable to meet those 
requirements, and stringent regulations affecting commercial trucking. This 
list could be expanded ad infinitum, and it must be admitted that it would contain 
a number of practices engaged in by certain groups of farmers. It should be 
noted, however, that even those farmers in the best position to obtain monopoly 
profits through close organization and the co-operation of friendly public officials 
have usually found it very difficult to do so over any considerable period of tine. 
I refer to the dairy farmers in the milksheds of the large northeastern cities where 
the classified price systems of co-operative milk-marketing associations have 
tended to break down progressively because of the inability of the associations to 
control the supply of milk produced on farms. 

Industrial workers have also for a long time been trying to obtain security of 


* Theodore W? Schultz, op; cit. 
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occupation and security of income within occupations by setting up barriers 
against the entry of new workers into their particular fields of endeavor. Organ- 
ized labor has adopted apprenticeship rules that are often much more stringent 
than is required to protect the public from poor craftsmanship; it has obtained 
widespread acceptance of seniority as the factor governing the order in which 
workers are released from employment; it has tried with varying degrees of 
success to negotiate closed-shop contracts which allow the union to prevent any 
shift of workers from other occupations to the occupations so protected; it has 
employed “featherbedding” practices that raise the cost of the goods and services 
produced and thereby cause their prices to be so high that fewer units can be sold, 
production is less, and employment opportunities are fewer than would be the 
case in the absence of such practices. 

So far as agriculture is concerned, one of the major effects of all of these pro- 
tective and restrictive measures on the part of industry, labor and professional 
groups is to confront farm people with fewer non-agricultural employment oppor- 
tunities and a higher cost of grasping the few opportunities that exist. The 
inevitable result is a tendency for per capita farm incomes to be reduced to such a 
low level that poverty and misery will force considerable numbers of people to 
leave farms in spite of the costs, risks, and difficulties involved. This tendency is 
not invalidated by the occurrence cf alternative periods of prosperity and 
depression. 

From the 1880’s until the 1920’s the attitude of farmers and their spokesmen to- 
ward restrictive business practices was one of active hostility, and such anti- 
monopoly legislation as we have was enacted largely because of the pressure of 
farm groups. 

In the 1920’s, however, there was a shift to the philosophy of “If you can’t 
beat ’em, join ’em.” Instead of urging that the government use its powers to 
prevent other economic groups from obtaining an unfair share of the national 
income, farm organizations began to urge that the Federal government act posi- 
tively to give farmers a fair share. Under the whip of the extreme emergency 
conditions prevailing in the early 1930’s, Congress enacted legislation embodying 
a program of price supports for farm products and compulsory restriction of pro- 
duction on a quota basis. These measures introduced seniority to substitute for 
efficiency in the allocation of resources in agriculture. (It is significant to note 
that at the same time there was enacted a considerable amount of legislation 
permitting and encouraging further restrictive measures on the part of business, 
industry, and organized labor.) This policy of governmental control of agri- 
cultural production in an effort to obtain and maintain parity prices for farm 
products has been adhered to for twelve years; the government is committed by 
Congress to adhere to it for at least three more years; and there is strong pressure 
from farm organizations to continue such a policy into the indefinite future. 

Ultimate and complete failure is the inevitable result of trying to improve the 
relative per capita income position of Southern farmers through raising prices by 
government decree and then restricting production in order to hold prices at a high 
level. If the elasticity of demand for a product is very low it may be possible by 
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means of a strict production or marketing quota system to increase for a con- 
siderable period of time the incomes of a few fortunate farmers by means of 
government price maintenance. A notable example of this is found in the pro- 
duction of bright tobacco. But it should be noted that the tobacco quota sys- 
tem is just another opportunity barrier to farmers who are not fortunate enough 
to have seniority in tobacco farming, and thus tends to keep the per capita income 
of such farmers lower than it would otherwise be. Furthermore, quota values 
are capitalized into land values when tobacco land is sold, and the new owner 
reaps no benefits from price support. It is reliably reported that tobacco quota 
land in South Carolina is now selling for around $1000 per acre. 

There is considerable ground for questioning whether the artificially high prices 
for farm products, brought about by restriction of production during the 1930’s, 
increased farm incomes even temporarily. Of more significance, however, is the 
proposition that no increase in incomes by such methods can be other than 
temporary. To increase farm incomes without increasing non-farm employment 
opportunities for farm people will tend to cause surplus population to remain on 
farms until per capita farm income shrinks enough to cause the flow of people 
from agriculture to be resumed. The use of income subsidies for farmers instead 
of price supports for farm products will not change significantly the situation nor 
the conclusion. 

As a matter of fact, it is highly probable that if farmers undertake to maintain 
political price systems for farm products they will not only be unable to have 
barriers to non-farm employment reduced, but that they will have to acquiesce 
in the erection of further protective devices for business, industry, and labor in 
order to get their pet farm legislation through Congress. All that farm people can 
hope for in a game of this kind is to acquire more effective restrictions than those 
obtained by other economic groups, and that is a vain hope that can lead only to 
disillusionment. For agriculture to agree to participate in such a program of 
competitive restriction of production in an effort to increase per capita farm in- 
comes is to arm its opponent with a flame thrower while arming itself with a 
kitchen match. An industry that must export workers continuously in order to 
keep a balance between people and resources is moving toward reduced rather 
than increased per capita returns when it co-operates to allow other types of 
industries to restrict the entry of new people into them. Southern farmers, along 
with farmers in other sections of the country, have accepted regimentation in an 
effort to gain security of income. The continuation of recent and present govern- 
ment agricultural price- and production-control policies will result in more and 
more regimentation, but it will not give security. So long as farm families have 
high birth rates, the only path to income security for farm people leads through the 
door of opportunity for them to shift into non-farm occupations easily, quickly 
and at a minimum cost. , 

The emergency farm price-support programs adopted in the 1930’s should be 
repudiated at once and liquidated as rapidly as is possible without causing too 
serious maladjustments in the economy. Government subsidies might well be 
used to ease the shock and allow the parity-price program to be abandoned more 
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rapidly. Most of the surplus farm population (and perhaps part of that which 
was not surplus) shifted to non-agricultural employment during the war. If the 
nation enjoys a high level of industrial and business activity during the next few 
years, and that appears quite likely, a considerable proportion of the people who 
shifted out of agriculture will probably remain out. In the meantime the intro- 
duction of large quantities of farm machinery in the South should allow farming 
in many areas to be organized and operated upon a basis of high productivity per 
farm worker. In the absence of an industrial and business depression, a surplus 
of farm workers will accumulate only gradually even if new non-farm employment 
opportunities are not constantly becoming available. The chances are very poor 
that we shall for a long time have another opportunity so favorable as the present 
to liquidate our past mistakes in agricultural policy. 

Furthermore, it is doubtful that we shall soon have another so favorable oppor- 
tunity to inaugurate a policy and undertake a program of improving non-farm 
employment opportunities for farm people. It is reasonable to assume that in a 
time of general prosperity all economic groups will be somewhat less zealous in 
fighting to keep their protective devices than they would be during a depression, 
and it is certain that prosperity is the time to set about establishing new industries 
in agricultural areas. Now is the time, therefore, for forward-looking Southern 
agricultural leaders to get busy and begin to make legislative deals for the removal 
of economic restrictions in other fields along with the removal of restrictions in 
agriculture. Now is the time also to encourage in every way industrial develop- 
ment in the rural areas of the South in order that nearby jobs may be available to 
farm people. It requires a much smaller income premium to induce a man to 
leave a farm to work in a factory 10 or 20 miles away than is required to induce 
him to move 500 to 1000 miles. Industrial growth in the agricultural South will 
have a considerably more favorable effect upon surplus farm population and upon 
per capita farm income here than will an equal amount of industrial growth in 
some distant state. Besides giving employment to surplus farm people and per- 
haps part-time employment to many farm operators, more industries in the South 
would encourage agricultural diversification by providing nearby urban markets 
for products which cannot be shipped long distances to market. There is need 
for immediate action to examine freight rates carefully to be sure that north- 
eastern manufacturers do not have unduly low transportation costs in obtaining 
Southern raw products, and that Southern manufacturers donot face unduly high 
transportation costs in shipping their products to the major consuming centers. 
Also, there is a need to mobilize local capital for the use of Southern entrepreneurs 
and to train labor and management for carrying on new industrial and commercial 
enterprises. 

Agreeing to the removal of agricultural price supports and production and mar- 
keting controls does not lend support to the idea that there is no place for a posi- 
tive program of government aid to agriculture. Even if there should come a time 
when most of the unnecessary barriers against the entry of farm people into wide 
varieties of non-farm employment have been removed, and even if non-farm 
business and employment opportunities should increase at a rate sufficient to 
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absorb an increasing labor force, there would still be room for and need for govern- 
mental activities designed to assist agriculture both directly and indirectly. 
Because of high birth rates among farm people, incomes of farm workers will tend 
to be lower than the incomes of their opposite numbers in towns and cities even 
under the best of circumstances. Since a farmer must be a better than average 
business man in order to make an average income, it should be a legitimate func- 
tion of government to promote better business management on farms and to 
carry on the technical research that few farmers can finance as individuals.’ 
Also, public funds might well be used to encourage or even subsidize the transfer 
of surplus farm population into other kinds of employment. This might involve 
industrial and commercial training, employment information services, and loans 
to defray expenses of moving, getting settled, and purchasing tools and equip- 
ment. The fact that the rural South serves as a reservoir for population main- 
tenance and growth in urban areas all over the nation suggests the desirability of 
using Federal funds to improve Southern rural schools.® 

It is also legitimate for governmental agencies to take action to prevent 
seasonal and casual price fluctuations of farm products which may arise out of 
weather conditions and imperfections in the operation of the marketing system. 
This would involve crop insurance, government purchase and storage of certain 
crops for the purpose of selling from storage in short-crop years, and perhaps 
forward pricing along the lines advocated by many of the papers submitted in 
the recent contest conducted by the American Farm Economic Association.’ 
There is always the danger, however, that political rather than economic con- 
siderations might become the predominant factor in determining such forward 
prices. . 

Other desirable government programs not inimical to the long-run interests of 
agriculture or of the economy in general are payments to encourage soil conserva- 
tion; payments to provide adequate nutrition for low-income families regardless 
of residence, status, occupation, or lack of occupation, and better outlook infor- 
mation at the farm level. Of supreme importance to all economic groups are 
governmental financial and fiscal operations designed to promote stability of the 
general price level and a high level of national employment and income. But 
whatever program is advocated by any group, its ultimate effect upon non-farm 
employment opportunities for farm people should be one of the major criteria 
that influence agricultural leaders to accept or reject it. 


5 This argument is considerably strengthened by the fact that it is consumers in general 
rather than farm people as a class who derive most of the benefits from public appropriations 
for agricultural research. The first few farmers who adopt new techniques reap some extra 
profits, but the competitive conditions prevailing in agriculture cause the benefits to be 
passed quickly to consumers in the form of lower prices. See T. W. Schultz, Agriculture 
in an Unstable Economy, McGraw-Hill Book Company, New York, 1945; footnote, p. 76. 

6 For a somewhat more detailed discussion of this and a number of other pertinent sugges- 
tions see ‘‘ Postwar Agriculture Policy,’’ Report of the Committee on Postwar Agricultural 
Policy of the Association of Land Grant Colleges and Universities, October, 1944. 

7 See the November 1945 issue of the Journal of Farm Economics. 
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The prolonged deficit financing by the national government in the decade of 
the 1930’s precipitated extensive discussion in this country on the issues of public 
debt. The rapid increase in the total debt during the war period has intensified 
the problems and augmented the argument. In the more recent years and 
months a great portion of the current economic literature and discussion has 
dealt with questions of post-war economic adjustments and policies, and a large 
part has been directly concerned with issues of public debt and debt management. 
Examples are so numerous that no effort is made here to include the extensive 
bibliography that would be necessary to cite all the material on the topic. 

Although the views of different individuals have varied widely in certain 
respects, two definite and divergent schools of thought with respect to public 
debt at the national level of government are readily discernible. The differences 
in the argument and conclusions of the two schools involve some major differences 
in fundamental theory which are often overlooked in the discussions on public 
debt. In fact, too much of the discussion has been both emotionalized and at 
cross purposes by reason of debates on specific questions without adequate 
consideration of the divergencies in the underlying theory, or at least the under- 
lying assumptions, implicit in the thinking of the opposing constestants. It is 
precisely this tendency that prompts the effort here made to examine the issues 
in terms of the broader underlying theories. To thus consider the divergent 
views in a brief discussion necessitates extreme condensation and over-simpli- 
fication of statement. It is recognized that accuracy is lost in the process of 
making the wide generalizations, but such result is perforce unavoidable. 

Of the two schools of thought on debt theory, one seems to be currently called 
the traditional or classical school. The traditional or classical view, based on 
the neo-classical theory, is that held by perhaps the great majority of American 
economists. Although the numerous individuals differ widely in opinions on 
specific issues of fiscal policy and debt management, there is a fundamental core 
of thought common to all. This core would include the following concepts of 
public debt. 

Public debt is justified only in cases of emergency or extraordinary expend- 
itures. Once created, the debt should be reduced as rapidly as possible until it 
is relatively small as compared to wealth and income, or until the amount is just 
sufficient to meet the needs of our financial institutions for highly liquid securities 
in their operating procedures. This reduction is considered desirable in order to 
preserve the credit standing of the government, and reduce the depressing effects 

1 The discussion here presented was prepared for oral delivery at the meeting of the 


Southern Economic Association in Atlanta. The great amount of documentation neces- 
sary to indicate all the sources upon which the discussion is based was therefore omitted. 


53 











54 W. O. SUITER 


of the taxes necessary to service the debt. The credit might be needed as a 
resource in future emergencies, and to enter one with a very large amount of 
debt already on hand might force inflation and/or repudiation. As to debt 
form, the evidences of debt should be largely long term, so as to reduce the per- 
sistent reliance on the short term money market, and should be properly spaced 
as to maturities.” 

The view as to debt reduction leads to emphasis on budget balancing. In 
spite of this emphasis, most competent economists of the group would grant 
that the budget need not always be balanced, even over an average of years, and 
that the decision must depend on a great number of other factors. They would 
insist that it is a desirable goal to be achieved as nearly as possible and as often as 
possible; that evidence of intent is important to preserve the credit rating of the 
government both at home and abroad. 

Underlying this theory of debt and inextricably interwoven with it are other 
concepts of government control, government expenditure and taxation.» The 
theory of government control in the classical view is that control should be limited 
to the regulation of the institutional arrangements and economic relations so as 
to preserve property rights, competition and freedom of action, except as may be 
necessary under the police power in order to protect public health, morals, or 
safety. Government participation directly in the economic system should be 
limited to provision of certain public services (the number and character of 
which is debated), the undertaking of certain developmental enterprises beyond 
scope of private action, and help in distress areas or distress periods. Cyclical 
control should be maintained by fiscal controls exercised by central banks, applied 
on the up-swing, plus some government expenditure for public works and relief 
in depressions. Government expenditures should be as low as possible to support 
the government services recognized as proper and necessary. Taxes should be 
levied primarily if not solely for revenue purposes, and should be in the form 
which will be most neutral and affect decisions and developments in the economic 
system the least.’ 

Although all of the above concepts are an old story, they are repeated to bring 
them specifically to mind as background for the consideration of the opposing 
theory. 

The theory of debt, new theory so-called, of the opposing school seems to have 
acquired the designation of ‘“The New Philosophy of Public Debt,” apparently 
from the appellation applied by Moulton in his little book by that title.‘ The 
theory is derived from a body of economic thought which is usually designated 


2A more comprehensive and detailed statement would include recognition of certain 
differences between debts according to whether they were incurred for revenue-producing 
activities, general public works, or for war, relief, and purposes for which no useful plant 
is constructed, but such refinements do not materially alter the major concepts. 

3 Perhaps one of the most extreme recent statements of the classical view is found in the 
book, Guideposts to a Free Economy, by Harley L. Lutz. (New York: McGraw-Hill Co., 
1945.) 


4 Harold G. Moulton, The New Philosophy of Public Debt. Washington: The Brookings 
Institution, 1943. 
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as Keynesian or Keynes-Hansen theory in this country. Alvin Hansen is perhaps 
the most vocal proponent, but he by no means stands alone. The views in- 
volved are supported by many economists, both in government services and in 
academic circles. The theory is implicit, if not explicit in the recommendations 
made by the National Resources Planning Board, and in the Full Employment 
Bill recently pending in Congress. The theory underlies the Beveridge Plan for 
England, and is widely held in North European countries. 

To understand the theory concerning debt, it is necessary to examine the 
general body of concepts of which it isa part. Disregarding what seem to be the 
careless or over-zealous statements of some of the proponents, an effort is here 
made to formulate a brief but reasonable summary of the thinking. Necessarily 
the statement will again be over-simplified. 

The Keynes-Hansen theory represents an effort to construct adynamic analysis 
in economics, in contrast to the static analysis, and to derive therefrom a concept 
of control procedure to insure the regular operation of the economic system at 
full capacity. The dynamic approach is based on Keynes’ analysis of the circular 
flow of purchasing power as between consumption, savings, and investment. 
The key to the functional operation is held to be the relationship between savings 
and investment. Purchasing power withheld from consumption as savings 
must get into net capital formation within the usual time or the flow will slow 
down. The investments, or net capital formation, must increase if total income 
is to rise, and investment must continue at a certain rate, and equal to the pro- 
pensity to save, or income (and employment) will fall. With a given average 
propensity to save, the level of national income is held to be a multiple of the 
level of investment expenditures. By determining the propensity to save, and 
the multiple at the time, it is contended that it would be possible to raise income 
to any desired level within the limits of the productive capacity of the economic 
system as determined by the resources, population, and state of the arts, merely 
by gradually increasing the investment expenditures. 

From this Keynes-Hansen analysis has evolved a new concept of government 
function and government control of the economic system. It is contended that 
the procedures are now known to insure the continuous operation of the system 
at full capacity, and it therefore should be the prime responsibility of the govern- 
ment to utilize the procedures and insure a high income and full employment. 
Achievements during the war are taken as proof of what could be done at any 
time. 

The control procedure is to be exercised primarily through what is called the 
developmental compensatory fiscal policy. This policy involves the shaping of 
all fiscal procedures, spending, taxation and debt management, etc. to the end of 
controlling or insuring the rate of investment expenditure and full employment. 
If private investment is adequate to insure full employment, then the govern- 
ment would presumably undertake to prevent price inflation by money control, 
taxation, and reduced expenditure. Surpluses might even be accumulated. 

On the other hand, if private investment (net capital formation) is not sufficient 
to equal the propensity to save, then the government should insure ths increase 
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of investment expenditures, sufficient to equalize the rate of saving or even go 
beyond it. If private investment can be stimulated by reduced or incentive 
taxation or by any other means, well and good. But if private investment 
does not expand sufficiently, then the government should make direct investment 
expenditures sufficient to maintain the rate of total investment. It is advocated 
that the excess savings not taken by private investment be borrowed and put 
into investment directly by the government. The important thing is for the 
rate of investment to be maintained. The government investment could be 
secured by any method of deficit financing. The emphasis is on borrowing, 
Of course, such a view also avoids the necessity for openly advocating printing- 
press finance. 

It is at this point that the new theory of debt becomes necessary. Not only 
do the adherents of the Keynes-Hansen theory emphasize the necessity for the 
government to stand ready with sufficient projects definitely planned and ready 
to be used to take up the slack in investment expenditures should private in- 
vestment slow up, but they insist that experience has shown that the economic 
system, if left entirely to the stimulus of private investment, will in most instances 
not expand investment and production sufficiently even in times of cyclical up- 
swing to secure full production and full employment. This latter conclusion is 
explained on the basis of over saving, due to maturation of the economy, a 
declining rate of population growth, inadequate rate of improvement in the arts, 
etc. Irrespective of the explanation, if any, it is implied that investment in 
even prosperous times will probably fail to equal the rate of propensity to save. 

From this theoretical position it becomes necessary not only to advocate 
positive action by the government at the depth of depressions, but also to 
advecate continuing government investment in order to maintain high income 
and full employment. The figures assumed by Hansen and others in some illus- 
trative cases are that the long run propensity to save is about 12 per cent of 
national income, whereas the average rate of private investment is about half 
that amount. With these figures, it is assumed that on the average over a 
period of years, about 6 per cent of national income would have to be borrowed 
by the government and channeled into investment expenditures in order to 
insure full employment. 

In order for the government to thus engage continuously, or almost continu- 
ously, in deficit financing to make the necessary investment expenditures, some 
concept of public debt at the national level other than the traditional classical 
one is of course imperative. 

The new concept of debt is merely an extension of the major theory and is an 
integral part of the whole concept of compensatory fiscal control. In the new 
view, emphasis is put on the flow aspects of debt financing by indicating that the 
portion of government expenditures covered by deficit financing is the income- 
producing portion of such expenditures. For this reason it is further contended 
that the presence or size of a national debt has real significance only as related to 
national income. Debt becomes unduly burdensome only if national income 
fails to rise as fast as the fixed charges on the debt. Since it is assumed on the 
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basis of the Keynesian analysis and the multiplier theory that income can be 
made to rise faster than the rate of increase in the debt charges, by means of the 
deficit expenditures and other phases of compensatory fiscal control, then all 
that is needed is sufficient boldness to go ahead and make the necessary develop- 
mental expenditures. Income generated in the process of investment expansion 
will pay the bill. 

To further bolster the contention that the size of the debt has no real signifi- 
cance except as related to income, other arguments are also presented. . First, 
it is contended that a national debt held internally is not materially burdensome 
to the whole economy. The taxes collected for debt service charges on the one 
hand go back as income to the population on the other. Here again the emphasis 
is on the flow analysis. Mathematical illustrations are given to show that with 
a rising income, perpetual deficit financing would not result in a continuous rise 
in the proportion of national income taken as taxes for servicing the debt, but 
would reach a limit. Although the total would continue to rise, proportionally 
there would be no rise as compared to income. It is granted that the taxing 
procedure would influence income distribution, but the effects are considered of 
limited importance. 

To minimize even these effects and to facilitate the issue of government 
securities the establishment of special banks to loan money to governments for 
investment expenditures, at virtually no interest, have been suggested by some. 
Cash funds would be secured by advances from the Federal Reserve Banks. 
Such procedure of course would be equivalent to the issue of paper money. 
The procedure would be dressed up as borrowing. The use of such banks might 
be in keeping with the whole theory in times of depression, but would generate 
inflationary pressures as full employment is approached. 

In view of the general theory, it would follow that the question of budget 
balancing is of secondary importance. Emphasis is on the expenditures and 
character of expenditures. Decisions would be made on the basis of the invest- 
ment expenditures needed, if any, to insure full employment. The budget 
might become balanced, but such a situation would arise only incidentally to the 
exercise of the total fiscal control procedure. It would be argued that the ques- 
tion of a balanced budget does not determine the faith in government credit, 
that the credit depends rather upon faith in the fiscal management. As long as 
the quantity of new debt is kept within reason relative to the rising income, and 
the purchasing power of the dollar is maintained and evidences of debt paid off 
promptly, the question of budget balance is relatively immaterial. Unemploy- 
ment is more to be feared than an unbalanced budget. 

One other argument for expanding the debt which is given is that a growing 
volume of government securities is needed to meet the demands of individuals 
and the financial institutions for highly liquid or safe investments. This argu- 
ment appears to have no relevance at the present, even if it might have had at 
one time. It is true that the nature of our financial institutions is such that they 
need at all times a large amount of liquid securities, for secondary reserves as 
it were, in order to function most efficiently. The present volume of government 
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securities outstanding, however, should meet all such needs for some time to 
come. 

It should be emphasized that the debt theory as presented by the more re- 
sponsible proponents is not intended as a theory of perpetual inflation. It is 
contemplated that interest rates and price levels would be stabilized, through 
the proper use of various fiscal controls. In fact more flexibility of control in 
spending and taxation is contemplated than we now have. There is further 
insistence that the creation of new debt, even if borrowed from the banks, is not 
inflationary as long as the amounts are not increased out of proportion to the 
increase in productivity in the economic system. The same could of course be 
said of an issue of paper money. Although the proponents are not explicit on 
the question for this country, apparently it is contemplated that direct controls 
over pricing and investments, such as used in war times, would be used if the 
fiscal controls failed to secure stability of the dollar and the other results desired. 
At least the Beveridge Plan for England, which specifically faces the question, 
includes a number of proposals for direct regulation of prices, including wage 
rates, as well as other extensive regulations, in addition to the compensatory 
fiscal controls. As noted before, the Beveridge Plan is based upon the same 
basic Keynesian theory as the proposals discussed in this country. The Full 
Employment Bill here implies such procedure, even though no explicit provisions 
are included. 

Before ending this over-brief summary, something further should be said on 
the question of the implemental procedures considered by the proponents. It 
would be contended that present statistical procedures and facilities would make 
it possible to determine currently the rates of investment and savings, and 
thereby ascertain the presence of any lack of balance. The emphasis seems to 
be, however, on the matter of employment. Any unemployment in excess of 
what could be expected from migratory, technological, or seasonal factors would 
be taken as proof that the economic system is operating at less than capacity, 
and thereby provide a justification for further deficit financing and more invest- 
ment expenditures. In order to avoid the criticism with respect to the govern- 
ment’s getting into competition with private business, the types of investment 
advocated by proponents in this country are what are called developmental. 
They are to be in the character of slum clearance, additional T.V.A.’s, hospitals, 
Research Institutes, ete. It is contended that such expenditures will not only 
generate income, in the investment process, but they will provide further oppor- 
tunities for private investment. 

The foregoing statements are perhaps more distinguished by reason of what is 
left out than for what has been said. Even this over-simplified statement, how- 
ever, shows that the issues between traditional economics and the Keynes-Hansen 
theory involve more than a mere argument over debt. Failure to recognize this 
fact perhaps accounts for some of the current name calling. To one who proceeds 
from a classical position to consider the debt argument alone, the idea of per- 
petual deficit financing looks like a policy advocated by an irresponsible crack- 
pot. To many Keynesian adherents, on the other hand, the idea follows logically 
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from the basic theory. It is true that some in their enthusiasm probably go 
farther than Keynes himself would go, and reach conclusions that Keynes himself 
would probably question. 

Two different philosophies of government are inherent in the classical and the 
Keynes-Hansen schools of thought. The classical group still holds fundament- 
ally to the position that government should be as far as possible merely the “‘um- 
pire” in the economic system with perhaps the added function of altering the 
rules where it is necessary to promote and maintain freedom of private enter- 
prise. Planning in normal times should be limited to the amount necessary to 
maintain the stability of the purchasing power of the money unit, and to synchro- 
nize the needed fiscal operations of government, including any required public 
works, with the cyclical changes and other adjustments occurring through the 
operation of a free market economy. On the other hand, a more or less paternal- 
istic concept of government is inherent in the Keynes-Hansen theory. Planning 
on an extensive and comprehensive scale is implied in the concept of a compensa- 
tory fiscal policy designed to keep the economic system functioning at or near 
a peak capacity. 

The differences between the two schools as to philosophy of government, and 
a planned versus an automatic economy involve questions too broad for con- 
sideration here. The basic issue is whether extensive planning can be incorpor- 
ated as a major function of government without destroying the free enterprise 
economy. The controversy between Hayek and Wootton is over this funda- 
mental question.’ Probably the answer arrived at will depend largely on one’s 
faith in human nature and in the possibility for the development of administra- 
tive talent and procedures for discovering and utilizing such talent, as well as 
one’s curve of indifference between freedom and possible efficiency of a certain 
kind. There is no logical answer to the dilemma of how to give government 
sufficient power to provide highly efficient planning and execution and at the 
same time provide automatic checks to the use of such power, whether you call 
such checks consumer sovereignty, free enterprise, government by law, or any 
other name. It must be granted that inefficiencies of the nature of time lags, 
waste of resources, cyclical variations, etc. are an inevitable part of a complex 
economy managed through the decisions of the numerous individual producers 
participating therein. The higher social costs produced by such inefficiencies 
are but part of the cost of the freedom which such a free-enterprise economy 
provides. Unfortunately, however, there is no way to distribute the social 
costs in proportion to the amount of freedom enjoyed, if freedom is regarded in 
terms of its practical meaning as something more than mere legal status. As a 
result, the masses of men when confronted with the continuous burden of making 
adjustments to an economic order that becomes progressively more complex 
and dynamic apparently tend to value freedom less and value more the security 
which extensive planning seems to offer. 

Apart from the differences in the philosophies of government of the two schools 
of thought, there are differences in the points of emphasis and in the conclusions 


5 Hayek, The Road to Serfdom and Wootton, Barbara, Freedom under Planning. 
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with respect to the operation of a free market economy. The classical group 
focuses attention on the long-run forces which tend toward an equilibrium. The 
other group focuses attention on the mechanism of operation. The conclusions 
reached differ in estimates of time-lag in economic adjustments and the causes 
and seriousness of time-lag. The classical group considers savings and invest- 
ment as being practically identical. The Keynes-Hansen group regards the 
two as distinct because two different decisions are involved, and there is a 
possibility for appreciable time-lag between the two decisions. As noted before, 
the matter of balance in the rates of the two is taken as the key to the efficient 
operation of the economic system. 

Equally important, different conclusions are reached as to the effect of flexible 
prices on adjustments in the economic system, particularly on the downward 
swing of the cycle. The classical group has contended that if wages and prices 
were flexible or responsive to changed conditions, the volume of physical produc- 
tion and of employment would not decline appreciably following a cyclical crisis. 
The Keynes group on the other hand contends that once a downward trend in 
business activity becomes pronounced, any lowering of interest rates, wages, and 
prices reasonable in amount, will have effect in checking declines in production 
and employment only after a prolonged time-lag during which the secondary 
cumulative forces will carry the downward trend to disastrously low levels. In 
terms of the classical theory, the argument would be that there is an alteration 
from the normal in the character of the whole demand curve for many commodi- 
ties when a downward trend develops. The Keynesian explanation, however, 
is in terms of the effect on the circular flow of purchasing power. It is thus 
contended that the mere lowering of wages and prices will not restore the circular 
flow of purchasing power, nor restore immediately the balance between saving 
and investment. Instead, national income would be further reduced, because 
prices all along the line from producer to retailer could not change simultaneously 
or proportionately. Existing debt and fixed charges would produce bankrupt- 
cies and accentuate unemployment, before the effect of the price changes on 
production could materialize. 

The Keynesian theory has given a more dynamic approach to economic analy- 
sis, or at least has emphasized certain aspects of the free-market mechanism 
which were before perhaps inadequately considered. Even though it be granted 
that the fundamental analysis is sound with respect to the importance of a 
balance between saving and investment in the Keynesian sense, and the necessity 
for maintaining or stimulating the rate of investment to check downward trends 
in the cyclical swings of business, it does not necessarily follow that all of the 
conclusions reached by some of the Keynes-Hansen adherents have to be 
accepted. The conclusion that experience has demonstrated that the govern- 
ment must continually borrow and channel savings into investment in order for 
the economic system of this country to operate at a high percentage of capacity 
seems hardly justified until more definite facts are available. Even the conclu- 
sion that the experiences of 1937 completely disproved the more limited ‘‘pump- 
priming” theory, is subject to question. To say that the break in business at 
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that time, incident to the efforts of the Federal government to reduce or eliminate 
its program of deficit financing and relief, proved conclusively that once a govern- 
ment launches a program to check or counteract a depression, it probably 
can never stop without again precipitating depression and unemployment, is to 
assume that everything possible had been done to remedy the basic maladjust- 
ments which induced the depression, and that the expenditures actually made 
were determined with infinite wisdom as to time, amount, and purpose of 
expenditure. Such assumption is not supported by the facts. Inadequate 
attention is given to the nature and amount of barriers or frictions in the economic 
system, and the question of the effect of the particular expenditures in removing 
or prolonging such barriers. 

Before demanding that the government launch a program possibly leading to 
perpetual deficit financing in an effort to maintain or raise income, it seems that 
more study is needed on a number of points. First, more detailed analyses are 
needed of the savings and investment flow and the possibility of altering or 
speeding it up through alteration of other fiscal policies and the character and 
regulation of the institutions involved in such flow. For one thing the tendency 
of speculative operations to siphon off purchasing power from the savings invest- 
ment channel as prices fluctuate, or capitalized values fluctuate with changes in 
money rates, has not been sufficiently analyzed. 

Further, more study needs to be made of the effect of institutionalized manage- 
ment of savings by trust departments, savings banks, insurance companies, etc. 
on the flow of savings into investment. There is also still much to be learned of 
the effects of tax policy, and monopolistic practices, on the supply and flow of 
venture capital. Even the effects of using taxes to finance government invest- 
ment have not been exhaustively treated. There seem to be numerous possibili- 
ties in these areas for improvements which would reduce barriers and frictions 
to economic adjustment, through alteration of existing institutions or procedures, 
or even in the creation of new financial institutions such as capital banks for 
small businesses, based on established principles of sound banking and insurance. 

The proponents of the Keynes-Hansen program would agree with the desir- 
ability of changes of the nature indicated above. In general, however, they are 
very dubious as to the adequacy of any such changes. In other words, they 
apparently believe that there are features inherent in a modern complex capital- 
istic economy that would prevent its regular effective operation, without some 
periodic or regular shot in the arm in the form of government deficit spending, 
even though everything politically possible is done to eliminate frictions. But 
proof for such conclusion would depend upon the measure of effectiveness used. 
It may be true that certain fluctuations would occur, and that certain social 
consequences of maladjustment would have to be cared for, but the proof is far 
from conclusive that a closely managed economy would produce more in the long 
run even though periodic fluctuations were reduced. Political frictions inherent 
in control, may in the long run be as restrictive to production as barriers to 
economic adjustment. The possibility of liquidating the consequences of mis- 
takes would be more limited. Even though some provision must be made for 
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victims of the periodic maladjustments in the economic system, the potential 
dangers to freedom would be less with an expanded program of social security 
and social insurance, than with a plan designed to insure the regular operation 
of the whole economy. 

The whole theory of compensatory fiscal control, of the scope apparently 
contemplated by those advocating a regular policy of deficit financing, would 
require a type of responsible leadership that would be difficult to insure within 
our existing political framework, in view of the general level of economic literacy 
with its popular inflationary bias. To secure sufficient flexibility of spending and 
taxation to make possible effective management would require some major 
changes in the de facto nature of the political structure. To continue a program 
involving very much deficit financing, thereby adding to the huge debt inherited 
from the war, without permitting some major inflation would be somewhat of a 
miracle unless the direct controls of wartime were simultaneously perpetuated. 
The leeway for mistakes in policy without major damaging consequences is 
materially reduced by the presence of the huge national debt now on hand. 

In view of all the potential consequences of a program hinging on possible 
continuous deficit spending by the national government, some more proof or at 
least some more realistic analysis of the relation between the amount of additional 
income and the amount of deficit would be highly desirable. No very convincing 
statement has been presented of the amount of deficit spending that would be 
needed in this country to secure and maintain any postulated income level. 
To ask for a blank check with the assurance that if enough is spent any desired 
income level can be achieved and maintained is not too satisfactory. The 
achievements of the war period are considered as proof that it can be done, but 
at first glance it required a rather large deficit annually in proportion to income to 
get the national money income up appreciably. How much will be required to 
keep it there? 

The war period also differs in material respects from the program contemplated 
for use in time of peace. During the war, government investment flowed directly 
into all channels of the capital goods market. There is then the question of 
whether the same proportional effect can be expected from governmental 
expenditures of a developmental character at a few points at the perimeter of the 
economic system. 

Certain questions may be raised about the debt theory per se as expressed by 
proponents of the Keynes-Hansen theory, apart from the issue of a balanced 
budget as such.® 

The insistence by some that an internally held nationa] debt is virtually 
burdenless unduly minimizes the distributional effects of the taxes required for 
debt service. In terms of their own theory such taxes will likely pull purchasing 


6 The balance point of the national government budget is regarded as a point of reference 
for evaluating fiscal policies, rather than a goal to be sought as such. The importance of 
balancing the budget is thus a relative matter depending upon the conditions and policies 
as of a particular time. For this reason much of the argument with respect to the question 
as such is considered fruitless. 
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power from both consumption and investment channels and put it in the hands 
of institutionalized holders of government bonds, who do not provide venture 
capital for new capital formation. The lack of balance between saving and in- 
vestment, as the terms are defined, the thing to be remedied by deficit financing, 
is thereby increased, and would in return require more deficit financing. As the 
volume of debt becomes larger, the effect in this respect becomes more important. 
This fact, together with the tendency for proportionately more saving as the 
income level rises, may cause a rapid decline in the proportionate effects of any 
given amount of government spending if the program is continued beyond a 
certain point. 

In another respect there is another distributional effect. The increased income 
induced by government deficit spending may not go to the same people who pay 
the taxes. Consequently the necessary taxes to pay an increasing debt service 
may have to be higher on those who pay the taxes in spite of the fact that the 
total amount required for debt service may reach a limit as related to national 
income and no greater proportion of total or per capita income be required for 
debt service. With an increase in population and employment the increased 
income can go to those who because of existing exemptions pay little in taxes to 
the national government. The tendency with existing and contemplated tax 
structures is for the greatest impact to fall on the middle-income groups as the 
requirements for government revenue rise. To the extent that such added tax 
may reduce saving, by falling upon the group from which a large part of the 
savings come, the concentration would offset to some extent the distributional 
effects above mentioned. The indirect social effects of a pyramiding tax load 
on the middle-income group may in the long run be more serious, however, than 
the direct effects. The initiative and new ventures in the capitalistic system 
have come primarily from individuals in the middle income group. If such 
group should be wiped out or become economically impotent because of the 
pyramiding tax burden, the social and economic effects may become great. 
The flow of capital into new ventures will be reduced. Further, western civiliza- 
tion so far has been primarily a middle class civilization. A strong middle class 
has everywhere been the bulwark of freedom. The middle class was deliberately 
wiped out in Germany as a prerequisite to the Nazi movement. It has been 
greatly weakened in England by the very high war-period taxes, and war restric- 
tions. A program of uncertain validity in financing could conceivably produce 
the same result here by either high taxation or inflation, or both. 

It should be stated that the more responsible proponents of the Keynes- 
Hansen debt theory recognize the direct distributional effects of the taxes 
necessary to service an internally held national debt, such as mentioned above, 
but as stated before, the effects are regarded as of limited importance, and no 
recognition is given to certain potential indirect effects. 

The debt theory may be questioned on another point. The idea that deficit 
financing is not inflationary as long as the amounts do not rise faster than the 
increase in productivity in the economic system, is logically true if other factors 
remain constant, but when such financing is part of a program to maintain the 
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economic system at full capacity the question of the productivity rate becomes 
important. It is not sufficient to consider only the money income flow. As the 
economic system approaches capacity there is a tendency for efficiency to de- 
crease and marginal productivity to fall. Also, as operations in the system 
approach such a peak as to bring full employment, any further new capital 
investment tends to generate inflationary pressures, unless saving rises corres- 
pondingly, for the reason that the money-income flow generated by the invest- 
ment antedates the increased production. The question then becomes important 
as to what shall be taken as the criteria of full employment, and how inflationary 
pressures can be controlled while at the same time new purchasing power is 
being created by the process of more deficit financing, since the two may not 
operate at the same points in the system. The solution is not to stop deficit 
financing, for according to statements of the proponents themselves such cannot 
be stopped short of full employment, and probably not then, without precipitat- 
ing a recession in business activity. Hence, although avowedly not a theory of 


inflation, it is difficult to see how it could keep from becoming in actual practice . 


a process of perpetual inflation, unless as stated before, and as openly recognized 
in the Beveridge Report, numerovs direct controls were maintained which would 
virtually end the free market. 

In conclusion, it is recognized that the foregoing non-technical and over-simpli- 
fied statements omit as much as is included. An effort is made to focus some 
issues, although even here more perhaps is implicit in the discussion than is 
explicit. Much of the difference between the classical and Keynes-Hansen 
groups is a matter of difference in assumptions, definition, and emphasis rather 
than conflicts in basic theory. There are some major differences it is true, but 
divergence in underlying philosophy is perhaps greater than any differences in 
strictly economic analysis. Opinions vary greatly as to conclusions with respect 
to the remedies called for by particular situations and the results to be expected 
from particular policies. Even on policy the difference is in part a matter of 
degree. The concept of compensatory fiscal policy would be acceptable to most 
liberal adherents of the classical school if the goal for such control were limited 
rather than being extended to the point of such complete planning as to try to 
insure the continuous operation of the whole economic system at full capacity. 

From the view point of popular appeal, the proponents of the Keynes-Hansen 
theory of deficit financing have the better position in that they offer a positive 
program of action which purports to eliminate fluctuations and uncertainties, 
whereas many of their opponents have confined their offerings to negative criti- 
cisms of policies proposed. Even though it may not be possible to offer more 
alluring plans, since there is not any Santa Claus, yet a more constructive ap- 
proach would still be desirable. It does not appear to be too helpful to descend 
to name calling, even though some of the advocates do in their enthusiasm seem 
to be trying to sell a bill of goods without too complete a delineation of the 
alternatives or the potentialities that go with the goods. 
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SOUTHERN AGRICULTURAL ECONOMY 
IN THE POSTWAR ERA! 


G. W. FORSTER 
North Carolina State College 


I 

An understanding of this subject requires clear definitions of the terms em- 
ployed. An economy may be defined as a system which (1) provides for the 
integration of various persons and things in the production of goods and services 
and (2) is sufficiently uniform in character to enable us to comprehend it as a 
unit. 

The agricultural economy of the South has distinctive characteristics which 
serve to differentiate it from other agricultural economies. The first character- 
istic is found in the farm enterprises and their relative importance. For the 
states under consideration, cotton or tobacco or both tend to dominate the 
economy.? Livestock enterprises are relatively unimportant. The distribution 
of the factors of production is also distinctive. Labor and land constitute the 
greater part of the cost of production. Capital, in the form of machinery and 
tools, is a necessary but not a large factor in production. Management has an 
unusual function to the extent that it is concerned not only with the supervision 
of family and hired labor but also with croppers who are not, as a rule, found in 
other agricultural economies, at least not in this country. Nor does manage- 
ment assume full responsibility for the organization and operation of the farm. 
In many cases this responsibility is shifted to croppers and tenants. 

Southern agriculture has other peculiarities than those associated with the 
type of enterprise and organization and operation of its farms. There are at 
present in the farm population minor and major groups, formed on the basis of 
color and economic and social status. In addition, and in part resulting from this 
division of the population, there is an absence of intergroup social and economic 
solidarity. This, in part, accounts for the inability of the South to face a 
common problem (i.e., a problem which concerns all groups) and to focus atten- 
tion on its solution. 

There are other characteristics which are resultants, largely although not 
solely, of those which have already been mentioned. The Southern agricultural 
economy is characterized by its relatively low income per agricultural worker. 
The educational accomplishments, especially of the minor white and colored 
groups, are lower than those of any other economy in the nation. Rural health 
and housing facilities are not only relatively poor but absolutely substandard. 

It is not necessary to dwell at length upon what is here considered as the post- 


1 This paper was read at the February meeting of the Southern Economics Association in 
Atlanta, Georgia. 


2 The states considered in this study are—Virginia, North Carolina, South Carolina, 
Georgia, Alabama, and Mississippi. 
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war era. To the writer this means the period following the time which will be 
necessary to correct those mal-adjustments, if any, in the agriculture of the South 
which developed as a result of the war effort. Many of the changes made during 
the war were perhaps beneficial, but I am not concerned with this issue. 

It is necessary also, for the purpose of clarity, to describe briefly the method- 
ology used in preparing the information which is presented. To draw valid 
conclusions from available data, it is necessary to express current values in terms 
of constant prices. The reason for this is obvious. In current values are im- 
bedded changes in the value of the medium of exchange, or changes in the general 
price level. This fact may be illustrated by the value data on farm land. In 
most Southern states the value of land, expressed in current prices, doubled 
between 1910 and 1920. It is clear that physical productive power of the land 
did not double during this period, although it may have increased to some extent 
because of the use of more fertilizer or other supplementary factors of production. 
To remove this defect and to make data from one period to another comparable, 


TABLE I 


InpEx NumBeErs UsEepD IN CONVERTING VALUES AT CURRENT PRICES TO VALUES AT 
ConsTANT PRICES 





! 
LAND* 


YEAR 








Meath oe Mined BUILDINGS | MACHINERY Sede ates 
liveini ort out . issis- 
Virginia Carolina | Carolina Georgia | Alabama sippi 











1910 | 92.1 92.0 | 96.4 | 93.7 93.5 | 92.4 | 100.0 | 102.0 | 102.0 
1940 98.5 | 1388.1 | 74.8 | 69.0 | 116.9 | 98.9 | 150.0 | 158.0 | 108.0 





103.0 
115.0 














® These indices were derived from the index numbers on farm real estate as published 
by the Bureau of Agricultural Economics, U.S. D. A. 


value data have been expressed in terms of constant prices by using specific 
indices based on 1910 to 1914.as 100. (See Table I.) 

The agricultural economy of the South is often described in terms of its 
dominant products. ‘The Cotton South” is intended as such a descriptive term. 
But an economy can be described in terms of its internal movements, or by 
the changes which take place within the economy in time. Using the concept of 
movements, it is possible to isolate decadent or progressive features of an economy. 
Decadency is indicated when the factors of production have been or are being 
destroyed, or when these factors are being used less and less effectively. Some 
of the results of this emerge in the form of soil depletion, low productivity per 
unit of total factors of production, low income per capita, and the failure to 
create net resources. It is also possible to determine whether or not an economy 
is progressive. In this case the results are just the opposite from those of a 
decadent economy; the factors of production are being combined skillfully; and 
since these are being preserved and enhanced, income and net resources increase. 
Between these two extremes may be found economies which are stagnant or 
crystallized, or whose internal movements are not pronounced, either positively 
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or negatively. It is the concept of internal movement which I shall explore in 
depicting Southern agricultural economy. 


II 


There are four crops, corn, cotton, small grains, and tobacco, which occupy 
about 55 per cent of the cropland of the six Southern States included in this 
study (1910 = 60 per cent, 1940 = 50 per cent). Of these crops, measured in 
acres, only tobacco has exhibited a marked tendency to increase. Corn, cotton, 
and small grains have declined. (See Table II.) It is possible, however, to obtain 
a better understanding of the internal movements of crops by expressing the 
value of each of these crops in terms of constant prices. This method compre- 
hends acreage changes and changes in yields. When the value of corn is so 
expressed, it is found that corn is a decadent crop. (Table III.) The tendency 


TABLE II 


PERCENTAGE CHANGE IN THE ACRES IN Four PrINcIPpAL Crops IN Six SOUTHERN STATES 
BETWEEN 1910 anp 1940 




















PERCENTAGE CHANGE BETWEEN 1910 AND 1940 
ACRES IN 
STATE FOUR CROPS : 
IN 1910 Tobacco = Cotton = bey 
(000) 

WRI oiccirtesd sition eesio need 3,051 —-13 —32 19 —33 —3l1 
North Carolina............... 4,747 249 —2 —44 —27 —6 
South Carolina................ 4,523 322 ll —54 18 —23 
CANINE ek. oes nda soa nek pede 8,786 5727 21 —62 —29 —27 
I iss borcie nunc canons 6,575 149 32 —48 —83 —18 
ee eS 5,670 —35 34 —28 7 —4 

TI gc noes Saker ener eee 33 , 352 169 13 —49 —28 —18 

















Source: 1940 Census of Agriculture. First Series for each state, p. 9, Table 4. 
Percentage change is obtained by dividing data for 1940 by data for 1910. 


to decadency is strong in South Carolina and Georgia. Small grains, on the 
other hand, exhibit considerable activity in a positive direction in all states. 
Tobacco, with the exception of Virginia, Alabama, and Mississippi, increased 
markedly for the period under consideration. Cotton appears to be decadent. 

An economy cannot be described solely by the movements in crop production. 
In the areas under discussion livestock production, although not as important as 
the production of crops, is in most cases an integral part of the productive 
scheme. With the exception of butter, all animal production is increasing. 
(See Table IV.) This is especially true of whole milk, hogs, eggs, and chicken 
production. Lest this evidence of progress be over-emphasized, it will be well 
to remember that livestock is relatively unimportant in the Southern agricultural 
economy. The total value of the livestock products in 1940 represented about 
22 per cent of the cash ‘arm marketings and those products showing the largest 
per cent increase contributed about one per cent. 
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TABLE III 


PERCENTAGE CHANGE IN THE VALUE, AT ConsTANT Prices, OF Four Principat Crops 
IN Stx SOUTHERN STATES BETWEEN 1910 anv 1940 




















PERCENTAGE CHANGE BETWEEN 1910 AND 1940 
TOTAL VALUE 
STATE OF FOUR 
CROPS IN 1910 Tobacco = Cotton a Average 
(000) 
EE ee eee eee $57 , 504 a —13 23 32 1 
North Carolina............ 96 , 290 399 13 —24 104 73 
South Carolina............. 96 ,876 414 —16 —24 172 —8 
| RRS ree 155,432 2565 —23 —50 385 —26 
ORG RR Sera raberctnetine | 97 ,784 48 —5 —28 284 —14 
CECE CE 101,580 —55 —1 31 182 24 
PR cis cpittaoe a kia warmers $605 , 466 252 —7 —22 132 6 

















* Increasing but not as much as .5%. 

Source: 1940 Census of Agriculture. Third Series for each state, p. 8, Table 18. 

Percentage change is obtained by dividing data for 1940 by data for 1910. 

Index numbers from ‘‘Index Numbers of Prices Received by Farmers 1910-43,”’ U. S. 
D.A.,B.A.E., February 1944, pp. 27, 28; and from ‘“‘ Farm Economics” Cornell University. 

Index numbers for small grains are weighted composite numbers. 


TABLE IV 


PERCENTAGE CHANGE IN THE VALUE, AT ConsTANT Prices, or Livestock PRropvucts IN 
Stx SouTHERN STATES BETWEEN 1910 AND 1940 





























; PERCENTAGE CHANGE BETWEEN 1910 AND 1940 
TOTAL 
VALUE OF Sold Produced 
STATE LIVESTOCK 
PRODUCTS Cattlh Hi , Average 
iN 1910 bn Butter _ i Eggs — vera 
(000) re ‘ree 
MR go icakiwininey amee aisie waweibd $29 ,627 369 —49 | —20| 417 59 95 60 
North Carolina................. 14,228 | 927 —7 | —39 | 718 | 141 | 121 | 186 
South Carolina..................] 6,329 | 924 16 | —30| 952) 93 88 | 134 
is ko ncreedesreveesdees aan 11,847 | 458 1 36 | 1728 | 85 49 | 151 
PIE i vicwcine swerta sss cecents 10,970 | 385 23 22 | 768) 90 50 | 104 
PN aa. coued ove itemeearend 11,000 | 885 | —29| -—4j| 574| 76 65 90 
NE ahs. 8 seiaceR eras eta paeee 84,001 531 —16 | —12 | 742| 88 81 101 


























Source: 1940 Census of Agriculture, Third Series for each state, p. 8. 
Percentage change is obtained by dividing data for 1940 by data for 1910. 
Index numbers from ‘‘ Index Numbers of Prices Received by Farmers 1910-43,’’ U. S. 


D. A., B. A. E., February 1944, p. 21. 
Ill 


it has been suggested that the success of any agricultural economy does not 
rest fundamentally on the changes which take place “within” the economy, but 
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rather is determined by the condition of the “over-all” national economy. 
There is, of course, much truth in this thesis, especially in the war period when 
agricultural economies were geared in with the war effort. In the period from 
1929 to 1945 the relation between agriculture and the national economy was 
especially impressive. (Table V.) It is by no means clear, however, that this 
relationship is so close that the “‘within” changes can be overlooked as relatively 
unimportant. On the contrary, it would appear that ‘‘within changes” are 
highly important in keeping an economy adjusted to the national economy. (See 
Coefficients of Correlation, 1929-1940, Table V.) If they are made and made 
promptly, there is evidence that the changes in income from agriculture would 


























TABLE V 
RELATION BETWEEN Casu INcOME FROM Farm MARKETINGS AND NATIONAL INcoME PAYMENTS 
COEFFICIENTS 
REGRESSION EQUATIONS 
STATE Correlation Regression 
1929-40} 1929-45 | 1929-40 | 1929-45 1929-40 1929-45 
WR osvicesesaesece -92234| .98336 | 1.20150 | 1.17712 | °c = —0.12358 + 1.20150p | c = —0.08261 + 1.17712p 
North Carolina......... .60291| .92289 | 0.92946 | 1.23920 | c = 0.60639 + 0.92946p |c = 0.05097 + 1.23920p 
South Carolina......... -80633} .92833 | 1.18045 | 1.10575 | ¢ = —0.17948 + 1.18045p ¢ = —0.05461 + 1.10575p 
GE, 55-5500 oc asent -79850} .93881 | 1.34244 | 1.20451 | ¢ = —0.29494 + 1.34244p | c = —0.05429 + 1.20451p 
Eee -65416| .90393 | 1.14395 | 1.12258 | ¢ = —0.06203 + 1.14395p | c = —0.02667 + 1.12258p 
Mississippi.............. -71972| .92128 | 1.34941 | 1.24096 | c = —0.32653 + 1.34941p | c = —0.13346 + 1.24096p 
WE ese -76661| .94562 | 1.17826 | 1.19161 | c = 0.75376 + 1.17826 |c = 0.72658 + 1.19161p 














8¢ = Loge; p = Log p. 
Cash Income from Farm Marketings for various states designated by c. 
National Income Payments designated by p. 


coincide with the national income. 
1929-45, Table V.) 


(See Regression Coefficients 1929-40 and 


IV 


It is possible to test the extent to which an economy has been able to use its 
factors of production successfully and to make those ‘within changes” which 
keep it adjusted to national or world conditions. One such test is the ability 
of an economy to increase its net resources. If the factors of production have 
been used to the best advantage, net resources ought, in a progressive economy, 
to increase in magnitude. Applying such a test to the Southern states, it is 
evident that they have been experiencing difficulty in augmenting their farm 
resources. (See Table VI and VII.) Although some states have been able to 
increase some of their major resources, progress has been spotty and, for the 
region as a whole, not encouraging. 

The value of all farm land has increased in four states and declinedin two. (See 
Table VI.) Farm buildings have increased in all states except Georgia but the 


3 Schultz, Theodore W. Agriculture in an Unstable Economy. New York: McGraw-Hill 
Book Company, Inc. 1945. 
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trend has been moderate, except perhaps in Virginia and North Carolina. Farm 
machinery and equipment have also been augmented but, as in the case of build- 
ings, the increase is moderate with the exception of North Carolina, Mississippi, 


TABLE VI 


PERCENTAGE CHANGE IN VALUE, AT CoNsTANT PrIcEs, OF Farm RESOURCES IN Six 
SouTHERN STATES BETWEEN 1910 anv 1940 























igi PERCENTAGE CHANGE BETWEEN 1910 AND 1940 
— eneounces Machinery 
IN 1910 Land Buildings | Livestock & Average 
equipment 
(000,000) 
ee —7 36 —4 33 + 
North Carolina............... 564 —5 46 38 56 12 
South Carolina................ 400 8 17 —7 7 8 
| ig 602 17 —2 —l 10 11 
oo Sis cy ato 382 7 10 10 19 9 
BIR orgies o eicawindar 444 27 8 7 47 21 
Re ee re eee 3,047 7 22 7 29 10 

















Source: 1940 Census of Agriculture, First Series for each state, p. 8, Table 2. 

Percentage change is obtained by dividing data for 1940 by data for 1910. 

Index numbers for building materials, livestock, and equipment from “Agricultural 
Statistics 1944,”” U.S. D. A., p. 414; and ‘‘Agricuitural Statistics 1942,”’ pp. 648 and 647. 

Values at constant prices = values at current prices + index numbers. 


TABLE VII 


PERCENTAGE CHANGE IN THE NET FARM RESOURCES IN PuRCHASING POWER IN SIx 
SouTHERN STATES BETWEEN 1910 anp 1940 





| NET FARM RESOURCES* IN PURCHASING POWER 
STATE | 











1910 1940 Per cent change 
(000,000) (000,000) . 
DN sat w'cncrase a ate Fo 0 eco agi $583 $622 7 
North Carolina................. 504 684 36 
South Carolina................. 359 315 —12 
SS ich hc Be ues aeae- wie 539 451 —16 
MN ects ae wtog Mine Sreanver 337 386 15 
I oso crcchnernsscenses 383 451 18 
| RS a eee 2705 2909 8 














* Resources from U. 8S. Census of Agriculture 1940, First and Third Series p. 8, Tables 
2 and 18. 


and Virginia. Livestock has increased in three of the states but declined in 
three. With the exception of North Carolina, the change has been small. There 
has been, however, some change in quality and also in the composition which has 
resulted in a much greater output of livestock products. (See Table IV.) 
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With the passage of time these resources have been mortgaged so that any 
trend in the gross value may be misleading. To correct this impression, the 
mortgage indebtedness has been subtracted from the value of the resources (in 
current prices), and the value of the net resources has been expressed in pur- 
chasing power. The net resources increased in three of the states, declined in 
two, and remained about constant in one. Asa whole, the economy of the South, 
as represented by these states, has not possessed the ability to increase markedly 
its net resources. (See Table VII.) 


v 


To what extent can the experience of the past be relied upon to predict the 
future? This is the questicn posed in the title of this discussion. There 
seems no positive ground for a prediction that Southern agricultural economy 
will undergo a dramatic change for the better. On the contrary, there is evidence 
that any changes will be moderate. In making these predictions it must be 
kept in mind that in our Southern economy there are at work forces which con- 
stantly impede or prevent an objective consideration of any economic problem. 
The solution of any problem may be obvious, but in the South the question is 
usually raised as to what effect its solution will have upon the economic, social, 
and political status of the economic groups. This is, in part, manifested in the 
change from cotton to tobacco production in three of the six states. All that 
this means is that any “within” change must be such as to utilize a large amount 
of unskilled, poorly paid, and poorly housed labor. A shift to livestock, for 
example, on any large scale would be illogical for a number of reasons, but parti- 
cularly because the available labor, in its present condition, is not adapted to 
livestock production. And to train such labor through educational process 
brings up the question of changes in economic and social status. As a result of 
this, the South would rather retain cotton and tobacco because the production 
of these two crops does not disturb the status quo. In the meantime, minor 
changes will be made within the economy which are compatible with the Southern 
tradition. National policies will be advocated which will not in any way affect 
the economy, as a whole, or the horizontal social and economic organization, but 
will assist in maintaining a subsistence level of income. This fixity of purpose 
has its penalties in resource depletion, especially soil erosion and the accumula- 
tion of capital goods so essential to increasing income per farm worker. 











BOOK REVIEWS!’ 


Agricultural Price Control. By Geoffrey S. Shepherd. Ames, Iowa: The Col- 
legiate Press, Inc., 1945. Pp. ix, 361. $8.75. 

The subject matter of this book has to do almost entirely with price floors, as 
the author assumes that price ceilings are a product of the war emergency and 
will be discontinued in the near future. Shepherd very ably traces the historical 
background of price control and Henry Wallace’s ‘ever normal granary.” Ref- 
erence is made to Joseph’s venture with the storage of grain from the seven fat 
years to the seven lean years in the time of the Pharaohs. “As far back as the 
Fifth Dynasty in Egypt, which historians place at 2830 B. C. at the latest, there 
was inscribed on the tomb of Nornarch Henku, ‘I was lord and overseer of south- 
ern grain in this nome.’” In the twelfth book of Genesis there are various 
references to Abraham and to the fact that Egypt was the granary where all 
the people were sure of finding a plenteous store of corn. A result of the Egyp- 
tian control of the grain crop was the system of land tenure by which the land 
became the property of the monarch, and was rented from him by the agricul- 
tural class. The Chinese also were well versed a thousand years before Christ in 
the practice of storing grain from years of plenty to bad years, thereby affecting 
the price of grain. 

The first significant attempt by the Federal government to control agricultural 
prices in the United States was made during World War I. The book gives a 
good summary of the methods used and the results obtained for the two products 
whose prices were supported—hogs and wheat. The economic background of 
the programs developed from 1929-33 for the purpose of controlling agricultural 
prices, and an appraisal of the programs of the Federal Farm Board stabilization 
is presented in a clear and concise manner. The conclusions show that the Board 
had not learned or did not think it necessary to distinguish between the problems 
of stabilizing prices against (a) fluctuations in supplies and (b) fluctuations in 
demand. 

The author devotes seven chapters to the operations of the Commodity Credit 
Corporation Stabilization during the 1933-41 period. He concludes that the 
programs which merely put products into storage at one time and take them out 
at another, can stabilize prices but cannot raise their level over a period of years. 
The effect of stabilizing prices of international commodities above the world 
price is to drive American goods from the foreign markets, thereby working to 
the disadvantage of American farmers in the long run. 

In the chapter on stabilizing cotton prices the author points out that the cot- 
ton-loan program in the United States has held cotton prices higher than they 
otherwise would have been but calls attention to the fact that this has stimu- 


1 The section usually devoted to Book Reviews has been reduced in size to permit pub- 
lication of as many as possible of the papers read at the recent meeting of the Southern 
Economic Association.—The Editors. 
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lated cotton production in other countries and the production of competing syn- 
thetic fibers—rayon, nylon, ete.—at home. 

Shepherd believes that the different farm products require different price 
programs. He concludes that agricultural prices cannot be raised or lowered 
over a period of years merely by announcing higher or lower prices. They can be 
raised or lowered over a period of years only by operations which control pro- 
duction, or demand, or both. Efforts to raise agricultural prices by reducing 
agricultural production have not borne much fruit; and if they had succeeded, 
they would not have had much effect on farm income, but efforts to control 
agricultural prices by controlling the demand for agricultural products have 
borne some fruit. 

The author is critical of international commodity agreements as they have 
been applied in the past, as the agreements started out with calls for increased 
consumption and lower prices, but the actual provisions all ran the other way. 
His summary of the various consumer subsidy distribution programs is that the 
effects are at their maximum in the short run. The initial increase in farm in- 
come may range from about half of the amounts spent on the programs to more 
than the amount spent on the programs, depending upon the elasticity of the 
consumers’ demand for the given food and upon the extent to which substitution 
for that food is controlled. Farmers in the United States do not receive all of 
the increase in any case, as farmers in other countries get some of it. 

Another conclusion of Shepherd’s is that agricultural price control is a danger- 
ous tool, but that probably it will continue to be employed. Price control 
activities in agriculture provide a gigantic economic laboratory and medium for 
mass education in economics. Agricultural economists have the opportunity 
to make full use of the results in stimulating a better understanding of economic 
problems. It is not so many years since explanations of factors affecting prices 
were of little interest to a large section of the general public as many persons 
thought it was the packers, or the board of trade, or the party in power just 
before election, or some other scapegoat that determined prices. This book 
makes a valuable contribution to a better understanding of factors determining 
prices. 

Louisiana State University J. P. MonTGOMERY 


All These People: The Nation’s Human Resources in the South. By Rupert B. 
Vance. Chapel Hill: The University of North Carolina Press, 1945. Pp. 
xxxiii, 503. $5.00. 

All These People was seven years in the making. This work grew out of the 
problem that in 1930 the Southeast with slightly over 20 per cent of the popula- 
tion and 123 per cent of the national income accounted for 35 per cent of the 
nation’s population increase during the period 1930-1934. 

The subtitle, The Nation’s Human Resources in the South, is a result of the 
belief that the nation and the South need the Southern people, which is an ex- 
pression of a philosophy about human resources and the future place of the 
South in the Nation. Professor Vance suggests that “those interested in these 








74 BOOK REVIEWS 


values will read the first chapter and the last two.” The first chapter is entitled 
“Human Resources and Social Values.” The last two chapters constitute Part 
V, Social Policy and Regional-National Planning, and are entitled “The 
Formulation of a Regional-National Population Policy” and ‘Wanted: the 
Nation’s Future for the South.” These last seven words are employed to sum 
up the South’s hopes for future development. According to the author: “It is 
not the existence of regional inequalities that disturbs the South so much. It 
is their persistence over the generations.” 

Professor Vance advises the reader that those interested in the facts about 
All These People will find them in the chapters between Chapter I and Part V. 
The facts and their analysis are presented in Part I, The Dynamics of Popula- 
tion; Part II, Population and the Agrarian Economy; Part III, Population and 
the Industrial Economy; and Part IV, Cultural Adequacy of the People. In 
presenting the facts, 146 tables and 281 figures are used on pages 7 by 10 inches. 

All These People might have been just so many dead data if it had not been 
for the skillful and scholarly treatment of the author. In the foreword Professor 
Vance states that he ‘‘should be greatly pleased if this should come to be regarded 
as a companion volume to Southern Regions of the United States.’’ In the re- 
viewer’s opinion, this work needs no companion volume, for Professor Vance 
has breathed into the data and their interpretation a spirit and a strength of 
understanding which will enable All These People to stand alone as an outstand- 
ing contribution to the literature in the field of regional and population studies. 

The scope of the book is so broad that a mere listing of the topics covered 
cannot be undertaken in this review. Similarly a discussion of the analysis and 
opinions seems unwise, because, at best, it would be far from complete. Worthy 
of mention, however, is the fact that Part III, Population and the Industrial 
Economy, is the weakest part of this study. This weakness is not a reflection 
upon the author, but is due to the limited economic analysis which has been made 
of Southern industry. What is now needed is a furtherance of this investigation, 
and the pulling together and translation into action of the great mass of material 
on Southern resources that is now available. Otherwise, such significant con- 
tributions as All These People will lose most of their value 

All These People is a book that every reader of THe SourHERN Economic 
JOURNAL will want to buy and have available for ready reference. Readers will 
doubtless find areas of disagreement with the author, but, nevertheless,they 
will want to own this volume for the presentation of the facts bearing on the 
problem, if for no other reason. 

Noteworthy is Professor Vance’s recognition of contributions made by gradu- 
ate students and others. This policy of giving credit where credit is due will 
pay dividends in the long run in stimulating research. However, Professor 
Vance’s friendship for the printer, which he expresses in the foreword, must have 
been strained when he saw the finished volume. It is to be hoped that the 
second printing will be made on one rather than on two or more types of paper. 
University of North Carolina Ouin T. Movuzon 
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Economic Analysis and Problems. By John F. Cronin. New York: American 

Book Company, 1945. Pp. xv, 623. $3.75. 

The objective of Economic Analysis and Problems is to present to the student 
“a comprehensive introduction to modern economic life.” As an introductory 
text, the book is intended to serve those students who are likely to take only one 
course in economics, as well as those who are studying economic principle in 
preparation for advanced courses in the field. 

Part One, “The Structure of the Economic System,” traces the development 
of economic life in Europe from medieval feudalism through the period of the 
commercial and industrial revolutions. Next, after a discussion of the English 
mercantilist policy toward her colonies, the author outlines briefly the history 
of the American economy as background for his later analyses. The factors of 
production, the business units, and a discussion of investment, speculation, and 
business risk, complete the section. 

Part Two deals with price determination under the various market situations. 
Starting with the competitive market, the author draws up the familiar demand 
and supply schedules, the equilibrium price being that price at which the quan- 
tity demanded and the quantity offered are equal. From this analysis there 
follows a study of elastic and inelastic supply and the relationship of supply and 
cost to price. Average, marginal, fixed, and variable costs are defined and illus- 
trated graphically, but cost schedules are not used in discussing the relationships 
of the various costs. The author then discusses utility and demand, illustrating 
the degrees of elasticity of demand and the relationship of these to price. 

In his analysis of pricing under conditions of monopoly, a “‘monopolist’s sales 
schedule,’ which includes marginal cost and marginal revenue figures, is shown. 
There is, however, little integration of this schedule or the chart showing the 
positions of the various cost curves, with the discussion itself. With regard to 
the scale of production, the beginning student might see the picture more clearly 
if the author had pointed to the exact stage of production in the cost schedule 
in which net revenue is maximized, and if he had illustrated this further by 
repeated reference to the intersection of the marginal cost and marginal revenue 
curves in the graph. The author then discusses areas of competition and mo- 
nopoly in American industry, and in conclusion devotes a chapter to “Price Policy 
and the Public Interest,” in which he points out the wastes of monopolistic com- 
petition, noting also the areas in which pure competition has failed, e.g., in the 
wasteful exploitation of natural resources. 

“The Functioning of the Economic System,” Part Three, covers the inter- 
national trade, agriculture, consumer problems, and the protection of con- 
sumers’ interests, public utilities, and government control of monopolies, the 
problem of full employment, money and banking, and the business cycle. In 
discussing the problem of full employment, the author reviews Hansen’s thesis 
regarding the sources of demand for capital funds and the “mature” economy 
and concludes that ‘‘the direful predictions of the maturity school may not mate- 
rialize during the current decade, but their arguments are sufficiently cogent to 
warrant careful preparation for the future, when the backlog of war savings is 
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exhausted.” Suggestions are made which would improve techniques for in- 
vestment: the simplification of the procedures for investment through security 
flotation; reduction in the costs and elimination of some of the difficulties in- 
volved in equity financing, and the removal of those taxes which act as a deter- 
rent to investment. The significance of the interest rate and business psychol- 
ogy is also emphasized. 

The fourth section of the book, devoted to “Problems and Philosophies of 
Distribution,’ contains a chapter each on public finance and the problems of 
labor, and one chapter on functional distribution. Working with grades of 
labor, the author develops very briefly the marginal productivity theory of wages, 
noting two qualifications: first, the principle involves value productivity, not 
physical productivity, and second “demand for the ultimate product, rather 
than physical productivity, is the controlling principle of distribution to labor.” 
On the determination of the rate of interest, the desire for liquidity limits the 
supply of savings, while the “expected marginal efficiency and productivity of 
capital” determine the amount of funds demanded. Profits arise from positions 
of monopoly ; under competitive conditions, positive net profits are a “haphazard 
and adventitious occurrence,” and their rate is zero in the long run. Rent on 
land ‘‘is determined by the surplus value product produced by labor and capital 
on that land, when compared with the value produced by an equal amount of 
labor and capital applied to marginal land.” (p. 426) 

In his concluding chapters the author examines the democratic social reforms 
of Sweden, the corporatism of Portugal, and Russian communism. He presents 
also the programs of reform sponsored by religious groups: the social principles 
of Protestantism, the social theory of Judaism, and social Catholicism. The 
inclusion of these chapters in an introductory economics text is unusual. The 
author believes, however, that it is the exclusion of such chapters that requires 
explanation, since “‘if space can be found for anarchism, guild socialism, and other 
movements with little practical effect upon economic life, it would seem reason- 
able to include non-economic factors which have profoundly affected human con- 
duct in the economic sphere.” 

Dennison University JuANITA KREPS 


The Economics of the Pacific Coast Petroleum Industry—Part 2: Price Behavior 
and Competition. By Joe S. Bain. Berkeley: University of California 
Press. Pp. xv, 4388. $6.00. 

This is the second of three volumes on The Economics of the Pacific Coast 
Petroleum Industry. The first volume (Part 1)—reviewed in the October, 1944 
issue of the Southern Economic Journal—analyzed the market structure of the 
industry and surveyed the problems. The purpose of this volume (Part 2) is 
to consider the problems surveyed in Part 1, and to establish the findings upon 
which public policy, to be discussed in Part 3, should be based. The main 
analytical and expository content of the study falls into this volume as it “deals 
with the measurement and evaluation of price results throughout the industry; 
the history of competition and co-operation; and the connections among price 
results, competition, and market structure.” 


| 
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The analysis of price behavior and competition centers on the period 1929 to 
1940. Chapter I, an introduction, is followed by a brief history of pricing and 
competition prior to 1929 presented in ChaptersIIand III. ChapterIV presents 
a statistical survey of demand, supply, and price from 1929 to 1940; and is 
followed by five chapters which are concerned with price results, competition, 
and market structure during the period in the “departments” of the industry: 
crude oil production (Chapter V), crude oil transportation (Chapter V1), refining 
(Chapter VII), and distribution (Chapters VIII and IX). Chapter X consoli- 
dates these findings in order to develop an over-all firm or company analysis 
for the integrated companies which produce about 50 per cent of the California 
state crude output and run to their stills about 80 per cent of the crude so run 
in the state. 

At the expense of omitting many of Professor Bain’s interesting and challeng- 
ing conclusions the following seem pertinent: 

1. The results of industry price behavior upon profits indicate that the over- 
all profits of the industry, except in the case of non-integrated crude producers, 
provided only a normal percentage return on investment. This return was 
earned in crude producing and refining with marketing ordinarily returning no 
profits. The foregoing is a reflection of the fact that the “benefits of low produc- 
ing and refining costs have not accrued to integrated firms in the form of high 
profit rates, nor to consumers in the form of minimum prices, but rather have 
been transformed into a high level of quality and a perceptible degree of excess 
capacity in gasoline distribution.” 

2. Price and market results indicate that a significant degree of price dis- 
crimination was found between the domestic and export market; and a percep- 
tible degree of price discrimination between grades and brands of gasoline and 
some geographical discriminations were apparent in the domestic market. 

3. The results of price policies and competition from which they grew indicate 
that the price and market behavior arose out of price policies adopted by the 
recognized major price leader, out of close “followership” of the other majors, 
and out of very imperfect “followership”’ of the minor refiners. 

4. The resulting connection between market structure and price behavior 
indicates that the price behavior emerged “naturally” from the basic and in- 
flexible elements of the market structure; but “it is no more than the expression 
of the naturai state of things than any number of other structures which can be 
conceived.” In addition, it is not to be inferred that the results are natural in 
an ethical sense. 

The foregoing final conclusion leads the author to introduce in the final three 
pages of Chapter X the public policy issues to be considered in Part 3 with the 
warning: ‘As we begin to appraise the social merits of the behavior of the indus- 
try in question, therefore, it is important not to confuse explanation with justi- 
fication.” Significant policy questions foreseen are: 

1. A reduced petroleum supply may indicate a much more severe curtailment 
of output than many interests, both producers and users of petroleum, may de- 
sire. He makes this point: 
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An excellent case might be made, for example, for a curtailment of output and increase 
of price sufficient to force drastic fuel-economizing technical changes in gasoline motors 
using petroleum products, to force revisions of refining techniques aimed at eliminating 
very largely all but gasoline yields, and to stimulate the development by the chemical 
industries of substitutes within and without the petroleum field. 


This curtailment for conservation would create an artificially high or monopoly 
rent and bestow upon the landholders and oil-producing companies an unearned 
margin; and the disposition of this government-created earning will become a 
matter of concern. 

2. Should active price competition in the refining industry be fostered or 
abandoned ? 

3. Should export price discrimination be discouraged as a matter of policy, 
for reasons either of equity to domestic consumers or of preservation of scarce 
resources? 

4. Finally, it must be decided “(in terms of appropriate value judgments) 
if distributive costs and investments are seriously excessive.” 

The Economics of the Pacific Coast Petroleum Industry is a book for the petro- 
leum economist, the professional economist interested in price policies and market 
relationships and industry case studies, and for the statistician, for it applies the 
specialized tools of the economist and is replete with excellent statistical and 
theoretical analysis. By necessity some conclusions were drawn from rather 
sketchy data, but the author is aware of these limitations. 

It is hoped that the list of policy problems to be considered in Part 3 is not 
definitive, for several important omissions are apparent. For example, a lower- 
ing of tariff on crude petroleum to close an anticipated gap between domestic 
production and demand for petroleum products might eliminate the first prob- 
lem that Professor Bain has proposed and create others in lieu thereof. 

University of North Carolina Ouin T. Movuzon 


Job Evaluation Methods. By Charles W. Lytle. New York: The Ronald 

Press, 1946. $6.00. 

Job Evaluation Methods is a splendid reference source for companies interested 
in developing a job-evaluation program and is an excellent text or reference for 
advanced college work. 

The author has completed an outstanding piece of research. In addition, he 
assists the reader’s thinking by critically analyzing job-evaluation methods and 
plans now in effect. Abundant and well-chosen illustrative charts, graphs, 
forms, and plan outlines are valuable for reference as well as for clarification 
purposes. The chapters of most assistance to students of job evaluation are: 
““Methods and Techniques,” ‘‘Choosing Job Characteristics,” “Selling the Plan,” 
“Setting up Measuring Scales,” “Job Analysis—Describing and Specifying,” 
“Job Analysis—Classifying,” “Building the Rate Structure,” “Operating and 
Adjusting,” and ‘Applying Evaluation to Office and Supervisory Positions.” 

This book is wholesomely free of the unessential padding so frequent in books 
of this type. Even so, the chapter on ‘Merit Rating” has dubious “merit” 
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in a book on job-evaluation methods. Historical and government references 
may have some use for academic instruction but lack practical value. Another 
point worthy of comment is the author’s assumption that the reader has a sound 
basic knowledge of subjects such as statistics and piece-rate bases. Perhaps he 
is right to expect such knowledge, but he could have defined some of his terms 
without sacrificing the mature plane on which the book is written. 

Job Evaluation Methods is the most complete and thorough analysis of the sub- 
ject to date. The fact that no general agreement has been reached on certain 
aspects of job evaluation is due to the nature of the project: the conflicts of com- 
petitive rates and tradition, different approaches to evaluation dependent upon 
needs, and the place of judgment in the entire scheme of job evaluation. 

The author is to be congratulated on his work. He has taken a difficult sub- 
ject and come up with a significant contribution to the study of job evaluation. 

University of North Carolina RicHarD P. CALHOON 


The Management of Your Government. By Harold D. Smith. New York: 

McGraw-Hill Book Company, Inc., 1945. Pp. 179. $2.50. 

In all probability the person in the Federal service best qualified to analyze the 
general management of the United States government is Harold Smith, Director 
of the Budget. He is, in fact, the nearest to a general manager that the Federal 
service can boast. It is particularly appropriate, therefore, that Mr. Smith 
should present his thoughts on the control of the executive branch of the govern- 
ment in a volume such as this. 

The first part of the book undertakes to sketch the implications of adminis- 
tration for the preservation and development of democratic government. The 
author to a very considerable extent identifies governmental planning and 
governmental management as one and the same thing and undertakes to prove 
the case for his viewpoint. The second part of the book deals with the use of the 
budget as a means of solving the problem of making the government a vigorous 
going concern. The third section concerns the interrelationships between the 
management of Federal affairs, particularly financial matters, and the operation 
of cities and states. The final section looks toward the future and sketches some 
of the budget director’s ideas in respect to constructive possibilities. 

Some of the material brought together in this popularization of government 
management technicalities has been previously presented in addresses. As a 
consequence of the effort to utilize these separate papers, Mr. Smith has intro- 
duced some duplication and some lack of articulation between the several chap- 
ters. On the whole, however, the material is attractively edited and presented. 

Each of the thirteen chapters might be singled out for comment. The two 
which have most impressed this reviewer are Chapter 3, which is a plea for per- 
spective in management, and Chapter 7, headed ‘The Budget as an Instrument 
of Legislative Control and Executive Management.” The first of these chap- 
ters makes an eloquent plea for revision of the characteristic management out- 
look. For the most part, in Smith’s opinion, management experts in both 
private and public business in their zeal for finding out how to do things lose 
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sight of the larger goals to be attained. In consequence there is an extraordinary 
scarcity of persons qualified for top management positions in which control 
policies must be formulated and applied. Another element of perspective which 
Smith would have the government seek is that which can be introduced, and 
during the war has been introduced, by having business men in government 
management and by having governmental administrators undertake business- 
administration activities. 

Some small-scale critics, depending upon their viewpoints, have believed that 
“Congress should be abolished” or that the executive branch of the Federal 
government should be made subservient to the legislative. Mr. Smith is not 
sympathetic with either of these views. He believes that the essential nature of 
the United States government calls for Congressional determination of policies 
and for executive management to assure the effectuation of legislative plans 
Both the legislative and the executive branches, however, need working tools; 
and Smith advances the idea that increasingly the United States government 
budget can become a tool through which the policies of Congress can be clearly 
defined and the executive management can be efficiently operated. By careful 
use of the budget document as related to ‘justifications’ Congress, through the 
appropriation process, can direct administrative activity toward the production 
of housing or alternatively toward the supplying of welfare services. Even 
this process is heavily influenced by presidential recommendations. The cur- 
rent management after appropriations are made can be, and increasingly is, 
effected through budget administration. 

Bureau of Business Research James W. Martin 

University of Kentucky 


Some Financial Trends of Commercial Banks of Philadelphia, Pennsylvania, 
1915-1941. By Rev. Edward John Burns. Washington, D. C.: The Cath- 
olic University of America Press, 1945. Pp. 122. $1.50. 

This study is Number 16 of the Studies in Economics published by the 
School of Social Science of the Catholic University of America.- In the words 
of the author, ‘Its purpose is to observe the characteristics of certain financial 
trends of Philadelphia commercial banking institutions under the Federal Re- 
serve System from 1915 to 1941, inclusive, and to discuss some of the causes and 
implications thereof.’ 

The study begins with a brief historical description of the rise of banking in- 
stitutions in Philadelphia. This is followed by a survey of the economy of the 
city. The heart of the study is found in a description of the chief banking in- 
stitutions of the city and an analysis of the relative importance of each type 
together with an analysis of those trends which are apparent through a study of 
the balance sheets of the commercial banking institutions. The basic data upon 
which the study rests, statements of conditions of the member banks of the 
Federal Reserve System, are distorted somewhat during the period of the study 
by the movement of individual banks into and out of the system. 

Although the author points out that Philadelphia long ago lost the financial 
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leadership of the country to New York City, the restriction of his economic sur- 
vey to the city of Philadelphia seems to unduly minimize the role of Philadelphia 
as a financial center. In his analysis of financial trends, he relies heavily on 
balance-sheet ratios which are compared with the corresponding ratios for the 
United States. No real attempt is made by the author to explain the significant 
differences between the two series although such explanation would help the 
reader to visualize the distinctive characteristics of Philadelphia banking. 

The bibliography at the conclusion of the study is of value to students of com- 
mercial banking. 

College of William and Mary Jor S. Froyp, Jr. 


World Politics Faces Economics. By Harold D. Lasswell. New York: MeGraw- 

Hill Company, Inc., 1945. Pp. x, 106. 

This is a research publication of the Committee for Economic Development. 
It contains, apart from the text a short account of the research program ofthis 
committee. 

The reader who looks therein for a closely reasoned and realistic study of the 
possible contributions to either peace or war in the future by economic forces 
and policies may be partially disappointed. In our opinion Professor Lasswel 
gives himself too little room for the discussion of such weighty questions as his 
title suggests. 

An introductory chapter on Fundamentals of World Politics seems much too 
sketchy to be useful. The particular circumstances which made the balance of 
power in the eighteenth and nineteenth centuries relatively pacific find no dis- 
cussion. Prophecies for a peaceful or war-like future on the basis of statistically 
observed past and present tendencies seem to this reviewer of doubtful value. 

There can be little quarrel with the author’s main thesis that peace or war in 
the future depend primarily on the relationships between Russia and the United 
States, who like two competing magnets will tend to pull the rest of the world into 
their respective political and economic fields. Trouble under these circum- 
stances may, as the author rightly suggests, have political as well as economic 
causes. Economic trouble which might produce political instability in his view 
is more likely to come from the American side while on the Russian side the 
danger might be that internal political instability would be reflected in inter- 
national aggressiveness either by war-like action or by revolutionary propaganda. 
To stabilize the American economy the author suggests strong democratic con- 
trols obviously not short of planning. With his statement that both economic 
liberalism and socialism are individualistic since only a caste society is not, we 
would take issue. It seems still an open question whether socialism can really 
function short of a caste society. The author rather vaguely suggests the 
development of self-sufficient areas under either Russian or American control 
in order to keep out of trouble. These discussions, however, suffer particularly 
from an admittedly hypothetical and somewhat unrealistic character. There 
is no satisfactory discussion as to what among various logically possible policies 
seems to be the most feasible and likely one. 

Duke University HERBERT VON BECKERATH 
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World Rubber and Its Regulation. By K. E. Knorr. Stanford: Stanford Uni- 
versity Press, 1945, Pp. x, 215. $3.00. 

The United States and British Governments have agreed that an Inter- 
national Conference on Trade and Employment should be called by the United 
Nations sometime in 1946 for the purpose of creating an International Trade 
Organization, the members of which would undertake to conduct their inter- 
national commercial policies and relations in accordance with principles which 
should: 

1. Provide an equitable basis for dealing with problems of governmental 
measures affecting international trade; 

2. Provide for the curbing of restrictive trade practices resulting from private 
international business arrangements; and : 

3. Govern the institution and operation of intergovernmental commodity 

arrangements. 
Chapter V, ‘“Intergovernmental Commodity Arrangements,” of the proposed 
charter for the International Trade Organization provides that special studies 
should be made into the root causes of the problems of particular commodities 
for which excess supplies exist or are threatened, and establishes specific tests 
which must be made and met before an intergovernmental commodity agreement 
will be approved. 

The recent report of the United States Government’s Rubber Policy Com- 
mittee indicates that in about two years when Far Eastern rubber plantations 
are back to normal operations, world production of natura] and synthetic rubbers 
should total about 3,000,000 tons a year as compared with world consumption 
of about 1,500,000 tons; thus excess supplies ‘‘are threatened.” 

Professor Knorr’s World Rubber and Its Regulation, No. 6 in the Food Re- 
search Institute’s Commodity Policy Series, reviews the rubber supply between 
the two wars; presents the world trade in and uses for rubber; analyzes the vari- 
ability of the supply- and demand-characteristics of the rubber market; evaluates 
rubber-control schemes which have been used; traces the rise of and appraises 
the properties and production costs of synthetic rubbers; estimates postwar 
consumption, supplies and competition of natural and synthetic rubbers and 
discusses major postwar problems of United States policy and of international 
regulation. 

This concise, excellent analysis, completed in August 1945, together with the 
efforts of the Rubber Study Group of the Netherlands, the United Kingdom and 
the United States, furnish in advance much of the data and a guide for the work 
specified in the proposed charter of the International Trade Organization for the 
determination of approval of an intergovernmental commodity agreement in 
rubber. 

Professor Knorr shows that without protection the competitiveness of natural 
and synthetic rubbers will be decided on the joint basis of qualities and prices 

In the formulation of United States policy, the military security argument is 
advanced to justify protection of the synthetic rubber industry of the following 
character: 
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1. “Government acquisition and maintenance of stocks comprising one or 
more years normal requirements of rubber.” This stockpile should be reduced 
if warranted by the growth of the synthetic rubber industry or increased if neces- 
sitated by a critical turn in international relations. 

2. If during the 1950’s less than one-third of the United States World War 
II synthetic rubber capacity of 827,000 tons is unable to withstand, unassisted, 
the competition of natural rubber, about 250,000 tons should be given the neces- 
sary government protection. If protection is required, either a flexible guaran- 
teed price per pound and/or the specification of the use of artificial rubbers in the 
manufacture of equipment for the armed forces are recommended. 

This two-fold program is deemed sufficient to satisfy the demands for security 
as it would be supplemented by: 

1. Rubber inventories carried by the rubber goods manufacturing industry; 

2. Rubber shipments from accessible Latin American countries; and 

3. An expansion capacity of a substantial synthetic rubber industry. 

Professor Knorr’s recommendations for a United States rubber policy are 
remarkably similar to those released on March 18, 1946 by the United States 
Government’s Rubber Policy Committee. The latter specified natural rubber 
to be held in the stockpile and recommended that synthetic plants be kept in 
operation at near maximum production through 1947, and after that, output 
should be maintained at levels sufficient to supply one third of the total esti- 
mated requirements of 900,000 tons, or around 300,000 tons. 

With respect to the problem of international regulation, Professor Knorr 
recommends the calling of an exploratory rubber conference of the major rub- 
ber producing and consuming countries as soon as the transition period is under 
way and a second policy-making conference before the transition period shows 
signs of coming toanend. International regulation policy to be followed should 
be that “protection of comparatively inefficient producing units for the sake of 
national security should not be resorted to as long as equally effective and socially 
less costly alternatives exist. Protection should go no further than is impera- 
tively required, and should assume a form that is least obstructive of economic 
progress. It should also be relaxed and abandoned as soon as compatible with 
security requirements. If it is found desirable to exert a stabilizing influence on 
unduly fluctuating prices, a practicable method must be discovered that allows 
the price system to work for the economic organization of production. Finally 
if painful but necessary amputations of output capacity are to be forced into 
an orderly pattern, readjustments along economic lines must remain the primary 
goal.” 

The above recommended policy is in harmony with the suggested policy for 
intergovernmental commodity arrangements set out in the proposed charter 
of the International Trade Organization. 

World Rubber and Its Regulation should be read and studied by all students of 
commodities and commodity policy-makers. Instructors of general economics 
will find in this book a wealth of illustrative material that will challenge student 
interest. 

University of North Carolina Ouin T. Movuzon 
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ALABAMA 


While the end of the war brought a sharp decline in industries directly con- 
cerned with the production of munitions, Alabama’s basic industries have been 
confronted with demands for their products that are larger than can immediately 
be satisfied. The most immediate disruptive factor has been the failure of 
management and labor to arrive at working agreements without frequent and 
often serious interruptions of operations. The two most serious difficulties, at 
least from the point of view of the numbers involved, have been the steel strike 
and the bituminous coal strike. Both of these were national in scope. But, 
there have been numerous local work stoppages, among others, strikes of dock 
workers in Mobile, of street car operators and bus drivers in Birmingham, of 
textile workers in Andalusia and of employees of Ingalls Iron Works of Birming- 
ham. As the month of April was coming to a close the coal miners’ strike was 
making itself felt in many other industries. Blast furnaces and steel works 
were being operated on a reduced schedule and railroads were considering meas- 
ures to conserve their fuel supplies. 

* ok ok * * 

Retail sales during the first quarter of the year were maintained at a high 
level. Gasoline tax receipts in March reached a new peak of $1,865,000 or 
more than $100,000 above December, 1942. Sales-tax returns for a sample of 
selected firms in January and February indicated larger sales than during the 
same months of last year. Increases were especially pronounced in lumber and 
building materials and hardware and farm-implement stores. Also the condi- 
tion was quite general throughout the state. 

Organized groups of producers and business men took many occasions to ex- 
press dissatisfaction with government regulation. The executive vice president 
of the Alabama Independent Merchants Association released a statement to the 
effect that Alabama merchants want OPA controls abolished and the Alabama 
Farm Bureau publically stated its opposition to food subsidies and control of 
prices of farm products. Controls on building materials have been received by 
builders with a great deal less than enthusiasm. 

* * * * * 

Evidence that credit and money are easy is to be found on all sides. The 
collections of the State Revenue Department for the six months ending March 
31, 1946 were $31,716,258 which was an increase of $4,688,054 above the similar 
period of last year, and the March collections of $7,360,714 set a record for a 
single month. The funds in the state’s treasury were announced as totaling 
$79,845,391 of which $55,428,391 were in working cash funds mostly earmarked 
for use by various departments and agencies and $24,417,000 represented funds 
that were being held in trust in sinking funds and investments. Bank deposits, 
savings accounts, and shares in building and loan association are at high levels. 

There seems to be a decided ferment at work. Reports generally have indi- 
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cated a great amount of building in prospect. Building permits for new com- 
mercial buildings and for residences have been issued in large volume. The 
state has a public-building program which involves some 25 million dollars. The 
State Docks Authority at Mobile has obtained approval for an expansion pro- 
gram calling for five new ship berths and an expenditure of four million dollars. 
In support of the program the State Docks report states that 2,791,066 tons of 
freight were handled in 1945 as compared with 909,363 in 1930, the first year of 
operations. However, the scarcity of building materials and labor and the high 
level of the bids have slowed down the activity and may well scale down the 
public-building program. 

Numerous new plants and improvements of plants have been announced. An 
agreement was reached which enabled the Goodrich Tire and Rubber Company 
to acquire the partly finished plant in Tuscaloosa and work has been resumed to 
complete the construction. The Tennessee Coal, Iron and Railroad Company 
has an improvement and expansion program which among other things will add 
a new battery of 63 coke ovens and rebuild another battery of 73 ovens. Another 
large development project was the Coosa River Newsprint Company involving 
an investment of $10,000,000 in a plant to produce newsprint from Southern 
pulp. Quite a number of small plants in the smaller towns of the state are to 
be built. An incident showing the general interest in new industries was the 
citizens’ meeting at Atmore, Alabama where $65,000 was raised by public 
subscription for the building of a new garment plant. 

The huge airplane-modification plant of the Betchel-McCone Company in 
Birmingham and the bag-loading plant of the Brecon Loading Company at 
Talladega have presented serious problems. Efforts to find uses for these facil- 
ities seem to be producing some results. A recent announcement states that 
space in the Betchel-McCone plant has been leased to some twenty small indus- 
trial concerns. In Talladega a corporation known as the Coosa Valley De- 
velopment Corporation has been organized to buy the Brecon Loading Company 
plant and it is said that there are a number of firms that are interested in secur- 
ing the use of parts of the plant. 

* * * * * 

Interest in prospecting and the production of petroleum in Alabama continues. 
Drilling is being done on several sites but the only producing wells are located in 
the Gilbertown area. The Alabama State Geologist reports that there are 
twenty-six producing wells and that production for the first two months of 1946 
was 54,815 barrels. A refinery to handle the oil from this area is being built in 
Tuscaloosa. 

* * * * * 

In agriculture, cattle raising is receiving a great deal of publicity. Public 
markets are being organized and fat-cattle shows have been held in Demopolis, 
Birmingham and other points. The State Experiment Stations, the Agricul- 
tural Extension Service and the Alabama State Chamber of Commerce are en- 
gaged in an extensive promotion program. 

University of Alabama H. H. Caapman 
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FLORIDA 


The long-awaited decision of the United States Supreme Court on Florida’s 
constitutional amendment outlawing the closed shop side-stepped all other basic 
issues. In a 6-to-2 decision the majority returned the matter to the Florida 
district court where it must be held until Florida’s state courts construe the 
amendment. It was the view of the majority that ‘in the absence of an authori- 
tative interpretation it is impossible to know with certainty what constitutional 
issues will finally emerge.”” Thus, after more than a year of litigation, it is still 
not clear whether a state has the right to enact legislation destroying one of the 
most important institutions in capital-labor relations. Whether the contro- 
verted amendment remains in effect has now become a serious issue. Antag- 
onists of the closed shop, led by Florida’s attorney general, have begun a cam- 
paign to enforce the amendment and to prosecute all employers and employees 
maintaining closed shop contracts. William Green, President of the American 
Federation of Labor, speaking in Miami urged all state and local unions in his 
organization to defy the law until its legality is finally determined. The CIO 
leaders take a similar stand, and to supplement it they have started an organiz- 
ing campaign, put candidates in the field against those political officers whom 
they consider the enemies of labor, and petitioned the state attorney-general to 


investigate the revival of the Ku Klux Klan, which has become quite active in 
the Miami area. 
5 * * * * 


Florida’s greatest tourist season in history drew to a close in March. During 
one forty-day meeting $53,000,000 were bet at one race track. This winter 
approximately 3,000,000 visited the state and while here spent somewhat more 
than $500,000,000. 

* * 4 * + 

The rate of turnover of real estate continued to increase throughout the state 
and realty values, already very much inflated, continued sharply upward. 
Business men are convinced that the boom is “different” from the one ex- 
perienced twenty years ago, but except for the absence of reckless gambling by 
banks, which characterized the last boom, the two periods are very much alike. 

University of Florida Wiituiam H. Jousertr 


GEORGIA 


The General Assembly, which adjourned its regular biennial session in 1945 
without exhausting its allotted span of 70 days, held a 15-day adjourned session 
in January. While interest seemed to center primarily in the resolution which 
would have allowed the governor to succeed himself and which met defeat in the 
House after passing the Senate, several bills of economic import were passed. 

In the field of health legislation, the Assembly has made possible for the first 
time the establishment of minimum hospital standards for Georgia. The State 
Board of Health is empowered to make and promulgate reasonable rules and 
regulations for this purpose. A Hospital Advisory Committee, composed of 19 
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members, including representatives from hospital, medical, dental and nursing 
associations, is to advise with the State Board of Health to carry out the pur- 
poses of the act. The law will not become effective, however, until funds are 
made available to the State Board of Health for this purpose. A new chapter 
on occupational diseases was also added to the Workmen’s Compensation Act. 
Asbestosis, silicosis, diseased condition caused by exposure to x-rays or radio- 
active substances, and poisoning by a number of things listed in the act are in- 
cluded as occupation diseases, provided the employee has been exposed to them 
in his work. 

An outstanding accomplishment of the legislature was to give Georgia what 
probably is the best child-labor law it has ever had. With certain exceptions, 
children under 16 shall not work in hazardous industries, between 9:00 p.m. and 
6:00 a.m., or for more than four hours during any school day, 8 hours on any 
non-school day, or 40 hours in any one week. Nor shall they be permitted to 
work in any gainful occupation during the time school is actually in session 
unless they have completed senior high school. Children under 14 shall not be 
employed or work in any gainful occupation at any time, likewise with certain 
exceptions. Here the exceptions are more significant, including agriculture, 
domestic service and working for parents. Furthermore, boys 12 and 13 years 
old may work in wholesale and retail stores for not more than four hours on any 
school day, eight hours on any non-school day, or 40 hours in one week. Selling 
newspapers between 5:00 a.m. and 9:00 p.m. in residential areas and summer 
work in peach-packing plants are also excluded from the provisions of the act. 

* * * * * 

The index of business activity in Atlanta, which declined sharply last fall 
from a wartime peak of 215.4 in August to below 204 in November, turned up- 
ward again the following month and reached a new high level of 218 in March, 
1946. The decrease in activity in the Georgia metropolis, following the end of 
hostilities with Japan, therefore turned out to be purely temporary. It should 
be remembered that the Atlanta index undertakes to measure business activity 
and not the volume of industrial production. It thus differs materially from the 
Federal Reserve index of production, and its current level undoubtedly is in- 
fluenced by the high level of prices and the fact that many veterans and others 
are returning to Atlanta to take up their residence. The increase in March was 
also due to a rise in the figures for bank debits and postal receipts. For com- 
parative purposes, the index for February, 1946, was 213.5, and for March, 
1945, was 203.3. 

The Industrial Bureau of the Atlanta Chamber of Commerce reports that, 
for the first time in its twenty-year history, it is faced more with the problem of 
finding facilities for firms who wish to establish plants in the Atlanta area than 
with encouraging businesses to settle here. The bureau lists 70 industrial proj- 
ects as committed to be established in the Atlanta area as soon as conditions 
make construction practical. A majority of these have already selected their 
sites and are waiting only upon materials and labor availability. An additional 
119 firms are listed as “actively considering” such a move. Figures are cited 
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to show that, in spite of construction difficulties, $100,000,000 worth of industrial 
and commercial building was begun in the Atlanta area between September 1945 
and April 1946. 

* * * * * 

Modification of certain practices with respect to the compensation of life- 
insurance agents may result from ideas expressed in a monthly paper now being 
published in Atlanta. This small, four-page sheet, called Life Insurance Reveille, 
is attracting considerable attention in insurance circles, partly because of cir- 
cumstances surrounding its issuance. Its editor, a successful life underwriter 
end a C.L.U., became dissatisfied with certain aspects of the compensation 
contracts for commission agents provided by many life insurance companies. 
Life underwriters’ commissions are split into two parts, first and renewal com- 
missions. The first portion is earned when the first annual premium is paid. 
Then, if the insurance was soundly placed, and the policy remains in force, 
renewal commissions are paid out of the annual premiums for a period of years 
usually nine. Some contracts provide that these renewal commissions belong 
to the selling agent as long as the business stays on the books, whether or not 
the underwriter continues to work for the’same insurance company. Others, 
however, provide that these deferred commissions, as well as earned pension 
credits purchased by the company’s contributions, shall be forfeited if the agent 
switches to another company. These are the provisions questioned by the 
Atlanta agent. After having articles on the subject rejected by life-insurance 
journals, this agent published a series of short articles at her own expense, and 
then, feeling that some continuing medium of expression for the agent was 
needed, began publishing the Revezlle in January, 1946. 

The policy of the paper, as stated below its masthead, is “to provide a free 
press for commission agents, to campaign for fair and equitable compensation 
contracts for commission agents, to present the commission agent’s case frankly 
and honestly to the life insurance companies.” Its columns are open to company 
officials as well as agents. Its presentation is dignified and restrained. Officials 
of several companies have written to the editor endorsing her position in support 
of free expression of opinion. And yet the fourth issue of the Reveille reports 
that the editor’s agency contract has been cancelled. No explanation for the 
cancellation was given, other than a statement by her general agent that the 
company felt that if the underwriter was going to publish the Reveille, ‘all of her 
time” should be devoted to it. The editor has a new contract with another 
company, and plans to continue publication of the Reveille. 

Emory University ALBERT GRIFFIN 


KENTUCKY 
Kentucky, traditional “home” of bourbon whiskey, is getting drier by the 
election under present vote trends. Of the state’s 120 counties 87 are legally 


dry. Five more county elections are coming up soon. If the drys win in three, 
three fourths of the counties will be dry against slightly more than one fourth of 
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the counties in the entire United States. This is a sad state of affairs in the eyes 
of those who regard the making of whiskey as a fine art as well as a major in- 
dustry. 

The biennial session of the legislature which adjourned in March, sawed much 
wood in its sixty-day term. Appropriations for the coming two years were near 
$88,000,000, the largest in the state’s history. Highway expenditures, now ear- 
marked by constitutional amendment, are not included in that total. Increased 
support was granted to public education at all levels. The minimum school 
term was increased from seven to eight months, teacher-retirement provisions 
were liberalized, and higher education for negroes more generously provided for. 
School districts were permitted to set a tax rate not less than 25 cents on the $100 
of assessed valuation nor more than $1.50. This replaced varying county and 
city maximum-rate limitations, some of which had been as low as 75 cents. 

The state’s corporation laws were overhauled in a measure which represented 
much work by the State Bar Association. There had been very little change in 
this field since 1893. The smoothly oiled attempt of the private utility interests 
to emasculate the so-called T.V.A. enabling act was thwarted only after sharp 
struggle which saw the issue carried to the people by press and radio. The liberal 
section of the press did yeoman service in preventing this attempted sale of the 
people’s birthright. 

The Assembly extensively altered the workman’s compensation act. Among 
other changes the measure made increases including maximum payments of $15 
a week to dependents in event of death, for a possible total of 400 weeks, $6000 
in all. The present scale is $12 a week, $4800 maximum total. In the event of 
total disability, top rates are $18 a week for ten years, $9000 aggregate, instead 
of $15 a week or $7500. The new rates apply in cases where permanent dis- 
ability results from partial impairment. For temporary partial disability ceil- 
ings were raised from 333 weeks and $4000 to 420 weeks and $5000. The law- 
makers further provided that employers hiring three or more persons in hazardous 
jobs must carry insurance unless they are covered by the Workmen’s Compensa- 
tion Act. The employer may deposit security with the Workmen’s Compensa- 
tion Board or carry insurance to cover possible injuries to his workers. There is 
some question of the legality of this latter provision since it is compulsory. A 
separate act rewrote the mine-safety law with provisions to minimize danger, 
and increased appropriations for enforcement from $40,000 to $200,000. An- 
other concrete labor gain was provided by a subsequent-injury law whereby the 
state underwrites part of the additional risk of employing disabled persons. 
This act will undoubtedly facilitate employment of disabled veterans. 

For the first time in their history the assets of state-supervised banks in 
Kentucky exceeded one billion dollars, as of December 31, 1945, an increase of 
192 million over 1944. Deposits totaled 956 million dollars against loans and 
discounts of 166 million, another illustration of the profound changes that have 
occurred in the last two decades in the nature of banks’ resources. 

University of Kentucky RopMAN SULLIVAN 
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MISSISSIPPI 


According to the index of trade activity of the Bureau of Business Research 
in the University of Mississippi, trade in this area reached new peaks in both 
January and February. The February figure of 263 represented an increase of 
24 per cent over the January figure, and 27 per cent over the figure for February 
of last year. The February index at 268 (1935-1939 average equals 100) indi- 
cates the relationship of the present trade activity in the state and that of the pre- 
war era. 

k * * * * 

Of particular interest to Mississippians is the construction activity in the 
state. All sections report considerable residential, commercial and industrial 
construction, and the Business Review of the Business Research Station at State 
College indicated that Mississippi ranked third in the South in spite of a decrease 
during February in the dollar value of contracts to be awarded. 

* * * * * 

The Mississippi State Legislature increased the 1946-1948 biennium appro- 
priation for institutions of higher learning to $5,591,327 or 105 per cent over the 
appropriation for the 1944-1946 biennium. Of the total amount, $3,324,993 
is to go for the general support of the institutions, and represents an increase of 
87 per cent over the 1944-1946 biennium appropriation for general support. In 
general, the other state agencies were treated in a similar manner as is indicated 
by a total operating budget of approximately $66,267,670 which represents an 
increase in total operating expense for the state of 22 per cent over the previous 
biennium. 


University of Mississippi Francis 8. Scorr 
NORTH CAROLINA 


Present indications are that North Carolina farmers will increase cotton 
acreage in 1946 by 9 per cent, and tobacco acreage by 7 per cent, over 1945. 
These are the largest acreage increases noted among the crops studied in a recent 
survey by the Fifth District Federal Reserve Bank. 

All foods studied (except Irish potatoes, which showed a 4 per cent increase), 
showed decreases ranging up to 30 per cent for barley. Wheat acreage, accord- 
ing to USDA figures, was off about 8 per cent from 1945. This situation, in the 
face of critical food shortages, calls for comment. It is not, as is often alleged, 
solely, or even principally, a result of maladjusted price relationships. The 
situation results from a complex of factors, including (1) unfavorable weather 
in the fall of 1945, the planting time for the 1946 grain crop; (2) gradual easing 
of tobacco acreage restrictions; (3) the abnormally low (lowest in nearly three- 
quarters of a century) cotton acreages, and the large food-crop acreages, with 
which the 1946 figures are compared. Regardless of reasons, however, it is 
clear that North Carolina will in all likelihood produce less food in 1946 than it 
did in 1945. 


* * * * * 
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Peach harvest prospects, which were favorable as of April 1, became rapidly 
worse during April, due to one of the worst curculio infestations ever recorded 
in the state. The final extent of the insect damage is at this writing undeter- 
mined, but it will undoubtedly be great. 


* * * * * 


Business conditions in the state during the first quarter were generally indi- 
cative of continuing, if not of increasing, prosperity. Some of the apparent 
prosperity was of course no more than a reflection of rising prices. Indices of all 
categories of building construction, department-store sales, debits to individual 
accounts, and employment in manufacturing, were uniformly up sharply over the 
levels of the previous quarter. 


* * * * * 


Suggestive of post-war trends were some experiments with air freight. Fur- 
niture, for example, was shipped from High Point to Hartford, according to the 
New York Times, in four hours, at a rate of about $200 per ton, as compared to a 
rail cost of roughly $185 per ton. Advantages of air transport included lighter 
weight and reduced labor cost of preparing goods for shipment, resulting from the 
fact that crating was not necessary. Furthermore, if air freight were generally 
adopted, retailers could promise twenty-four hour delivery of practically an 
unlimited stock. Dealers’ stocks could thus be kept at a minimum, and inven- 
tories could, ideally, consist only of samples. 

* * * * * 


Organization of the Institute of Statistics at the University of North Carolina 
was announced in May. The Institute, under the directorship of Miss Gertrude 
M. Cox, consists of two units: (1) the Department of Experimental Statistics at 
N. C. State College, Raleigh, in which emphasis will be upon the application of 
statistical techniques to such fields as economics, agriculture, biology, and 
industry; (2) the Department of Mathematical Statistics, at Chapel Hill, in 
which the development of basic theory will be emphasized. Associate Directors 
W. G. Cochran at Raleigh, and Harold Hotelling at Chapel Hill, will head the 
twounits. The Institute is being recognized as one of the strongest co-ordinated 
mathematical and applied units in this field in the world, comparable only to the 
Statistical Laboratory at Calcutta, headed by P. C. Mahalanobis, and the De- 
partment of Statistics and Biometrics Laboratory, founded by Karl Pearson at 
University College, London. 


N. C. State College Francis E. McVay 


SOUTH CAROLINA 


The South Carolina legislature has just concluded its regular session and a 
special session called immediately upon the close of the regular session. The 
special session was called for the purpose of dealing with the liquor question. 
Little, if any, legislation passed at either session could be said to have much 
economic significance. Small increases in pay were granted school teachers and 
appropriations generally were slightly larger than for the fiscal year 1945-1946, 
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but no basic laws affecting industry and agriculture were enacted. The special 
session lasted for about two weeks but the basic laws affecting the distribution 
and sale of liquor remained unchanged. Additional ‘liquor taxes, however, were 
levied. 
* * * ok + 

A high level of industrial activity has prevailed in South Carolina since the 
outbreak of war and there has been a strong demand for most agricultural com- 
modities produced in the state. The demand for textiles and forest products 
was great during the war period and bids fair to remain strong for at least another 
year or two. Clothes and household furnishings are extremely scarce and the 
demand for building materials appears to be unlimited. The demand for cotton, 
South Carolina’s largest cash crop, is the strongest since the World War I period 
and the demand for flue-cured tobacco, the second largest cash crop, is likewise 
great. Consequently, an air of optimism is prevalent throughout the state. 
The biggest danger facing South Carolina at present is inflation accompanied by 
speculation. Serious inflation is already evident in real estate, both urban and 
rural. Farm real estate is selling at prices more than twice as high as during 
the 1935-1939 period and city real estate has also about doubled in price. The 
acute housing shortage in cities is being reflected in farm real estate values. 
Some city people are buying farms in order to obtain houses in which to live. 
There is a tfemendous demand for small farms with good dwellings, well located 
relative to industrial centers. Such property has risen in price to a level well 
above that which could be justified from farm income even should current prices 
for farm products be expected to prevail for several years. 

* * * * * 


Despite the heavy drain on manpower by the armed forces and by large defense 
plants in other states the number of people employed in local industries reached a 
new high during the war years. The average number of persons employed in 
industry in South Carolina increased from 130,000 for the fiscal year 1939-1940 
to 168,000 for the fiscal year 1942-1943 then declined to 154,000 for the fiscal 
year 1944-1945. The value of annual product and total wages paid, though, 
continued to increase throughout the period. The value of annual product in- 
increased from $446,084,000 for the fiscal year 1939-1940 to $1,106,913,000 for 
the fiscal year 1944-1945 and total wages paid increased from $100,022,000 to 
$223,455,000 during the same period. Total wages paid in 1944-1945 were 
$15,250,000 greater than in 1942-1943, although the average number of people 
employed was 14,000 less. 

The increase in total wages paid was due to the fact that people have not only 
received higher rates of pay but have worked more days during the year. An- 
nual wages earned per employee engaged in textile manufacturing increased from 
$792 for fiscal year 1939-1940 to $1,449 for the fiscal year 1944-1945. The aver- 
age wage earned per day increased from $3.19 to $4.88 during this period and the 
average number of days worked increased from 248 days to 297 days. 

The return of veterans to their prewar positions and a slackening of activity 
in some lines of industry is being reflected in some unemployment and in an 
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increase in unemployment benefit payments. Total unemployment benefit 
payments made by the South Carolina Unemployment Compensation Com- 
mission amounted to $109,000 in February 1946 as compared with only $25,000 
February 1945. The current level of payments, however, is well under the pre- 
war level and total funds available for benefit payments continue to increase. 
At the end of February 1946 this fund amounted to $40,692,000 as compared 
with $36,759,000 on June 30, 1945. Servicemen’s readjustment allowances 
continue to increase; they totalled $854,000 in February 1946 as compared with 
$26,000 in February 1945. 

South Carolina’s industries and agriculture are highly specialized and more 
diversification is needed. Textiles are more important than all other industries 
put together. Consequently, a slackening in the demand for textile products 
not only affects a great number of people directly but, since textiles are so im- 
portant, about all other lines of endeavor are affected indirectly. In agriculture, 
cotton and tobacco account for about three-fourths of the total farm income and 
when there is a decrease in the demand for these two crops the rural population 
is seriously affected. 

Data published by the South Carolina Department of Labor show the extent 
to which there is a lack of diversification in industry in the State. Textile wages 
accounted for 71 per cent of total wages paid in South Carolina during the fiscal 
year 1944-1945. Wood products ranked second, amounting to 8.8 per cent of 
wages paid. Brick and foundry amounted to 6.2 per cent, foods 3.7 per cent, and 
clothing 2.5 per cent. No other single industry accounted for as much as 1.5 
per cent of total wages paid. The value of annual product was distributed 
somewhat on the same basis as total wages paid. Capital invested, however, 
followed a somewhat different pattern from that of total wages. Of the total 
capital invested textiles accounted for 45 per cent, electricity and gas 33.7 per 
cent, wood products 9.1 per cent, and foods 3.6 per cent. Utilities require a 
heavy capital investment per man employed. 

* * * * * 

At the beginning of 1945 the amount of life insurance in force in South Carolina 
totalled $1,193,000,000. Premiums paid in 1944 amounted to $38,381,000 and 
benefits paid amounted to $10,815,000. Benefits paid during the last thirty- 
seven years have amounted to 36.7 per cent of premiums paid. Premiums on 
accident and health policies in 1944 amounted to $2,682,000 and losses paid 
amounted to $1,456,000. Premiums paid on casualty policies amounted to 
$6,945,000 and losses paid amounted to $3,535,000. Fidelity and surety pre- 
miums amounted to $526,000 and losses paid amounted to $21,600. Losses 
paid on fidelity and surety policies, relative to premiums paid, were less in 
1944 than for any year on record. (The South Carolina Insurance Department 
published records back to 1908.) Total losses paid during the past thirty-seven 
years on accident, health, casualty, fidelity and surety policies have amounted 
to 46.1 per cent of total premiums paid. 

Farm Credit Administration GLENN R. SmitTH 

Columbia, S. C. 
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VIRGINIA 


The 1946 biennial session of the Virginia General Assembly, though not out- 
standing in its results, was generally considered to be more constructive than had 
been anticipated. Among the 400 laws enacted, which is the smallest number in 
ten years, major public interest centered in labor legislation, educational im- 
provements, public-health expansion, and election reform. 

The labor enactments included (1) a resolution declaring it to be against public 
policy for a public official to bargain collectively with a labor union claiming the 
right to strike, (2) a law prohibiting the re-employment within one year by the 
state or any of its political subdivisions of a public employee who leaves his job 
on a strike, and (3) a law prohibiting picketing by violence and limiting pickets 
to the employees of a strike-bound plant. On the other hand, benefits under 
workmen’s compensation were increased from 55 to 60 per cent of the average 
weekly wage, with the maximum payment raised from $18.00 to $20.00 a week. 
The Legislature rejected a proposed resolution providing for a report to the 1948 
Assembly on the advisability of establishing an industrial relations court in 
Virginia. 

Expanding further the educational program initiated by the preceding General 
Assembly, the 1946 Assembly increased the biennial appropriation for public 
education from $37,110,000 to $42,835,000, exclusive of capital outlays, including 
an increase of $381,000 for vocational education and $500,000 for free textbooks 
in the elementary grades. Thus Virginia continues to make steady progress in 
improving her educational standards. 

Progress was also made in the program to improve public health services in 
the state. An appropriation of $1,200,000 was approved for hospitalization of 
the indigent in accredited hospitals throughout Virginia and $1,700,000 was 
made available, under certain conditions, for examining school children, for 
improving existing county health departments, and for establishing new de- 
partments in the 49 counties that do not have them. There was also authorized 
the creation of local hospital or health-center commissions empowered to build 
and operate hospitals and health centers and to issue bonds for such purposes. 
Increased appropriations were made available to Virginia medical colleges for 
grants to students who agree to practice in rural areas in the state for a specified 
length of time. Of interest is the measure directing the State Board of Health 
to install as soon as practicable an all-Negro staff at the Piedmont Sanatorium 
for Negroes. 

Aroused by widespread controversy over the poll tax and by the revelation of 
election scandals in the 1946 State Democratic primaries, the General Assembly 
adopted a comprehensive program of suffrage reform. An important first step 
was taken in initiating a constitutional amendment, which must be further ap- 
proved by the 1948 Assembly and then ratified by popular vote, to abolish the 
poll tax as a prerequisite to voting but not as a revenue-producing measure and 
to provide for annual registration of voters. In addition, a State Electoral Board 
was created to exercise supervisory powers over the state’s elections and hold 
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fraud toa minimum. Altogether there was a general tightening of voting laws, 
especially those applying to absent voters, with clearer definitions of violations 
and more severe penalties. 

A measure that created a bitter struggle was Governor Tuck’s proposal to 
increase the gasoline tax from five to six cents a gallon, reduce private automobile 
license fees, repeal the gross receipts tax on trucks, and increase the trucker’s 
license charges, all of which finally passed both Houses after much debate. There 
was no further change in the tax laws, though a bill to increase the State indi- 
vidual and corporation income taxes and to repeal the tax on money was rejected. 
It was estimated that existing taxes will provide the $320,000,000 appropriated 
for the next two years. This will balance the largest budget in Virginia’s history. 

Among many miscellaneous measures enacted were an antipollution program 
administered by a five-man water control board, a requirement that real estate 
in counties be reassessed at least every eight years, authorization of the State 
Corporation Commission to regulate interest rates charged by small loan com- 
panies, the outlawing of flogging of State convicts, provision for a study of the 
reorganization of the State government by a commission headed by the Governor, 
and authorization for creating Virginia’s third largest city through the incorpora- 
tion of Arlington County across the Potomac River from Washington. 

University of Richmond Grorce M. Mopuin 





PERSONNEL NOTES' 


The following slate of officers for the Southern Economic Association was 
elected at the February meeting of the Association in Atlanta, Georgia: 

President: Harlan L. McCracken, Louisiana State University 
Vice-President: Joseph J. Spengler, Duke University 
Vice-President: Herman H. Chapman, University of Alabama 
Secretary-Treasurer: James E. Ward, Clemson College 
Editors of Publications: E. H. Anderson, University of Alabama 

J. V. Van Sickle, Vanderbilt University 

R. P. Brooks, University of Georgia 


* * * * * 


The 1946 annual meeting of the Southern Economics Association will be held 

at the Tutwiler Hotel, Birmingham, Alabama, November 22, 23. 
ok * * * * 

The following names have been added to the membership of the Southern 
Economic Association: 

Allbaugh, Leland G., New Sprankle Bldg., Knoxville, Tenn. 

Alyea, Paul E., Box 1483, University, Ala. 

Barlow, Frank D., Louisiana State Univ., Baton Rouge, La. 

Coleman, Almand R., 403 Jackson Ave., Lexington, Va. 

Connor, John V., Loyola University, New Orleans 15, La. 

Geisenheimer, A. L., College of Charleston, Charleston, 8. C. 

Guthrie, Paul N. Director, 2910 Q St., NW., Washington, D. C. 

Holladay, James, Box 1995, University, Ala. 

Kreps, Clifton H., Jr. Mount Union College, Alliance, Ohio. 

McPherson, W. K., Knoxville, Tenn. 

MeVay, Francis E., Box 5576, State College, Raleigh, N. C. 

Macon, Hershal L., 3812 North Broadway, Knoxville 18, Tenn. 

Marburg, Theodore F., Box 567, Asheville, N. C. 

Marshall, A. R., Director, Candler Bldg., Atlanta, Ga. 

Peterson, M. J., Clemson College, Clemson, 8. C. 

Price, C. Hoyt, APO 742, % Postmaster, New York, N. Y. 

Shames, L. M., Box 252, Asheville, N. C. 

Stead, Wm. H., Vanderbilt University, Nashville, Tenn. 

Stepp, James M., Clemson College, Clemson, 8. C. 

Styles, Paul L., 300 Ten Forsyth Street Bldg., Atlanta 3, Ga. 

Suiter, W. O., 408 Stacy St., Raleigh, N. C. 

Taylor, Charles T., Federal Reserve Bank of Atlanta, Atlanta, Ga. 

Vaughn, Floyd L., Univ. of Oklahoma, Norman, Okla. 


1 This section of the JouRNAL has been reduced in size in order to permit the publication 
of as many as possible of the papers presented at the February meeting of the Southern 
Economics Association in Atlanta, Georgia. 
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Vinson, Edward M., 771 Spring St., NW., Atlanta, Ga. 
Walker, George T., Louisiana State University, Junior Division, Allen Hall, 
Baton Rouge, La. 


Walls, Thurston, Box 282, State College, Miss. 


* * * * * 
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1. Use regulation size (83 x 11) paper, medium or heavy weight bond, 
not onion skin. 
2. Have notes numbered and typed consecutively at end of article, not 
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$2.50 in cloth. 
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Book Company, Inc., 1945. Pp. 179. $2.50. : 

Principles of Business Organization. By William R. Sprigel. New York: Prentice-Hall, 
Inc., 1946. Pp. xii, 564. $6.35. 

Evolution of Premium Price Policy for Copper, Lead and Zinc, January 1940 to November 
1948. Historical Reports on War Administration: War Production Board Special 
Study No. 4. Washington: War Production Board. First issued Dec. 10, 1943; 
Re-issued Feb. 22, 1946. Pp. 56. 

Resumption of Production of Domestic Electric Flat Irons, April 1943 to August 1944. 
Historical Reports on War Administration: War Production Board Special Study No. 6. 
Washington: War Production Board, 1946. Pp. 113. 

Postwar Taxation and Economic Progress. By Harold M. Groves. New York: McGraw- 
Hill Book Co., 1946. Pp. xiv, 432. $4.50. 

What Shall We Do about Immigration? By Maurice R. Davie. Public Affairs Pamphlet 
No. 115. New York: Public Affairs Committee, Inc., 1946. Pp. 32. 10¢. 
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All These People. By Rupert B. Vance. Chapel Hill, N. C.: The University of North 
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Jobs and Markets. By Melvin G. DeChazeau, Albert G. Hart, Gardiner C. Means, 
Howard B. Myers, Herbert Stein, and Theodore O. Yntema. New York: McGraw- 
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The Economics of Housing. By Laura M. Kingsbury. New York: Columbia University 
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Industrial Management in Transition. By George Filipetti. Chicago: Richard D. 
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Introduction to Social Science. By George C. Atteberry, John L. Auble, Elgin F. Hunt. 
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1946. Pp. vii, 340. $3.75. 

Price Control or Decontrol? Washington: Chamber of Commerce of the United States of 
America, March 22, 1946. Pp. 23. 

Memorandum on University Research Programs in the Field of Labor. Washington: Com- 
mittee on Labor Market Research, Social Science Research Council, 726 Jackson 
Place, N. W., February 1946. Pp. v, 27. 

Should State Unemployment Insurance Be Federalized? By Herman Gray. New York: 
American Enterprise Association, Inc., 1946. Pp. 71. 50¢. 

Industrialization and Foreign Trade. By Economic, Financial and Transit Department 
of the League of Nations, 1945. New York: Columbia University Press. Pp. 171. 

Georgia Facts in Figures. By the Citizens’ Fact-Finding Movement of Georgia. Athens, 
Georgia: University of Georgia Press, 1946. Pp. xviii, 179. $2.00. 

Proposals for Health, Old-Age and Unemployment Insurance. A Comparison of the 1943 
and 1945 Wagner-Murray Bills. By Earl E. Muntz. New York: American Enter- 
prise Association, Inc., 1946. Pp. 87. 50¢. 

For a Stronger Congress. By Philip S. Broughton. Public Affairs Pamphlet No. 116. 
New York: Public Affairs Committee, Inc., 1946. Pp. 32. 10¢. 

Methods of Teaching Consumer Education. By Puzant Gabriel. Chicago: South- 
Western Publishing Company, 1946. Pp. 45. 

Lead and Zine Policies of the War Production Board and Predecessor Agencies, May 1940 
to March 1944. By Charles M. Wiltse. Washington: War Production Board, Special 
Study No. 8, March, 1946. Pp. 130. 

Mercury Policies of the War Production Board and Predecessor Agencies, May 1940 to 
March 1944. By Charles M. Wiltse. Washington: War Production Board, Special 
Study No. 10, March, 1946. Pp. 59. 

Landing Craft and the War Production Board, April 1942 to May 1944. By James W. 
Fesler. Washington: War Production Board, Special Study No. 11, March 1946. 
Pp. 76. 

Farm Machinery and Equipment Policies of the War Production Board and Predecessor 
Agencies, May 1940 to September 1944. By James A. McAleer. Washington: War 
Production Board, Special Study No. 13, March, 1946. Pp. 191. 

Concentration of Civilian Production by the War Production Board, September 1941 to 
April 1948. By Mary Claire McCauley. Washington: War Production Board, 
Special Study No. 14, March, 1946. Pp. 131. 
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Principles of Accounting, Intermediate. By H. A. Finney. New York: Prentice-Hall, 
Inc., 1946. Pp. xii, 873. $6.65. 

Proceedings of the Institute of Economics and Finance, Occidental College, Los Angeles, 
February 28, March 1, 2,1945. Los Angeles: The Institute of Economics and Finance, 
1945. Pp. 161. 

The United States Patent System. A Survey. By Laurence I. Wood. New York: 
American Enterprise Association, Inc., 1946. Pp. 39. 50¢. 

Australian Social Science Abstracts. No.1. Melbourne, Australia: Australian National 
Research Council, 1946. Pp.17. 4s per annum. 

Policies Governing Private Financing of Emergency Facilities, May 1940 to June 1942. 


By Ethan P. Allen. Washington: War Production Board, Special Study No. 12, 
March, 1946. Pp. 95. 
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American Economic Review 











VOLUME XXXVI JUNE 1946 NUMBER TWO 
Contents 
Standards and Content of Living.....................022eeeeeeees J. S. Davis 
The Effect of Interest-Rate Increases on the Banking System. . P. A. Samuelson 
Compensating Reactions to Compensatory Spending............... L. A. Hahn 
The Corporate Income Tax and Price Level .................... Richard Goode 
Forecasting the National Product.......................204. Stanley Liebergott 
Interest, Time Preference, and the Yield of Capital........... Theodore Morgan 


Indifference Curve Analysis Applied to the Food Stamp Plan..... J. D. Cappock 





The American Economic Review, a quarterly, is the official publication of the American 
Economic Association and is sent to all members. The annual dues are $5.00. Address editorial 
communications to Dr. Paul T. Homan, editor, AMERICAN Economic Review, % Social 
Science Research Council, 726 Jackson Place, N.W., Washington, D. C. {temporary address); 
for information concerning other publications and activities of the Association, communicate 
with the Secretary-Treasurer, Dr. James Washington Bell, American Economic Association, 
Northwestern University, Evanston, Illinois. Send for information booklet. 
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Edited by WILLIAM H. NICHOLLS 
in Cooperation with the Other Members of the 
Department of Economics of the University of Chicago 


The June, 1946, and later issues will contain: 


ExpERIENCE UNDER INTERGOVERNMENTAL COMMODITY AGREEMENTS, 1902-45 
By Joseph $. Davis 


INTEREST AND EMPLOYMENT............... 000000 eeeeeeeeeeees By Melvin W. Reder 
Tue Traian Lima, 1938-1945............0 000 eee e eee ee ees By William D. Grampp 
Somz ImpiicaTions oF Fut, EMptoyMEnt Pouicy........... By Albert L. Meyers 


FOUNDED IN 1892. Published bi-monthly. 
February, April, June, August, October, December. 
Subscription $5.00 per year. Canadian postage, 
24 cents, foreign postage, 60 cents. Single copy $1.00. 


The University of Chicago Press * 5750 Ellis Ave., Chicago 37, Ill. 
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4th Edition — 





MAYNARD-BECKMAN’S 


Principles of Marketing 





HAROLD H. MAYNARD is Professor and Chairman of the De- 
partment of Business Organization, Ohio State University and 
THEODORE N. BECKMAN is Professor of Business Organization, w 
Ohio State University. 





Definitely Available for Fall Classes 


ier Fourth Edition of this famous text represents more than the addi- 
tion of several new chapters—it is a complete revision which reflects the 
many important changes that have occurred in the field since publication 
of the previous edition. Some chapters, like those dealing with the consumer 
in our marketing systems, the wholesaling structure and marketing efficiency 
are practically new. Most of the first chapter on price and price determination & 
and the chapter on the smaller independent retail stores have been completely 

revised. Marketing costs, prices, and price policies have received complete 
reorganization and fuller discussion. 





analytical attention to recent legislation and likely future developments. 


The features which have made this text such a long standing favorite— 
the functional approach, the consumer angle, emphasis on principles, ete.— 
have been retained. The text is self-contained, and exceptionally rich in 
illustrative material. A new feature is the addition of carefully prepared 
and tested questions and problems, which appear at the end of each chapter. 
These contribute substantially to the teachability of the book. 


740 pages, $5.00 ] 
THE RONALD PRESS COMPANY 
15 East 26th Street New York 10, N. Y. | 
as Aa Rn | 


When you write to our advertisers, please mention The Southern Economic Journal 


This edition has taken the new trends into careful consideration and given | 
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THE 
ECONOMICS 
OF 
PEACE 





By Kenneth E. Boulding, 
Iowa State College 





e@ A clear, understandable account of the 
progress of economic thought in the last 25 
years, this popular book probes and analyzes 
the moral and political forces which operate 
in the economic solutions of peace. It ex- 
plains why there are poverty, depressions 
and wars, and offers a clear, practical pro- 
gram for preventing all three. Together 
with a discussion of the problems of human 
and capital reconstruction, a searching anal- 
ysis is conducted into financial policies, 
inflation, relief, unemployment and the dis- 
tribution of wealth and income. 


312 pages 6xQ inches College List, $3.00 











OUR 
MODERN 
BANKING 

and 
| MONETARY 
SYSTEM 








By R. G. Thomas, 


Purdue University 





@ This text is designed to give a competent 
survey of the monetary and banking sys- 
tems of the United States, and to introduce 
the student to modern problems of banking, 
money, and monetary policy. 


It closely examines the problems and prac- 
tices of commercial banking and central 
banking as illustrated by the Federal Re- 
serve System. The different types of mon- 
etary standards are clearly explained. 
Currently accepted theories of the value 
of money are integrated into a consistent 
pattern rather than presented as separate 
ideas. This is an outstanding study for 
today’s curriculum. 


896 pages 6x9 inches College List, $4.50 


Send for your approval copies 


PRENTICE-HALL, INC., 
70 Fifth Avenue, New York 11 
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PRINCIPLES REVISED Lewis A. Froman 
OF ECONOMIC S PR University of Buffalo 


READY JULY 15th. A complete reworking of the author’s previous two-volume | 
edition, this revision presents in teachable form the fundamental principles of produc- 
tion, value and price, distribution, and money and banking, and gives full consideration 

to such important economic problems as international trade, public finance, govern- 
ment regulation, business cycles, social security, and economic systems. All material j 
has been thoroughly revised to bring the information up to date and to effect improve- 
ments in teachability. This new volume is clearly written and well organized for a | 
complete and modern course in principles of economics. 

1010 pages Price: $5.00 


MONEY AND THIRD Charles L. Prather 
B ANKING EDITION Syracuse University 


READY JULY 15th. This new edition brings up to date one of the most widely used 

texts for beginning students. It covers thoroughly the principles of money, commercial i 
banking, and specialized financial institutions, mortgage banking, and foreign banking 

systems. New material analyzes and appraises the effects of war financing, the plans 

for an international bank and fund, the changing role of central banks, proposals for ) 
monetary stabilization, and a revaluation of the standard question. This text provides 

up-to-date material for a complete course in money and banking with emphasis on f 
recent developments and current problems. 

825 pages Price $5.00 


COMMERCIAL AIR REVISED John H. Frederick 
TRANSPORTATION EDITION University of Texas 


READY AUGUST Ist. This revision continues to offer the only comprehensive and 
up-to-date treatment of the economic and commercial aspects of the aviation industry. 
New material includes an entire section on airline operation and new chapters dealing 
with the adequacy of airline development, non-scheduled air transport, and federal and 
state regulation. The appendix has been expanded to include information on the 
airlines of Canada and Alaska and a survey of the employment opportunities within the 
air transportation industry. All factual material has been revised to reflect the most 
recent developments in this field. 

791 pages Price: $5.00 


RICHARD D. IRWIN, INC. 


332 SOUTH MICHIGAN AVE. CHICAGO 4, ILLINOIS 
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For Your New Class—This Widely Used Text 


MODERN 
ECONOMICS 


By JUSTIN H. MOORE, Professor of Law, College of the City of New 
York; W. H. STEINER, Professor of Economics, Brooklyn College; 
HERBERT ARKIN and RAYMOND R. COLTON, both Instructors in 
Business Administration at the College of the City of New York 


HIS text presents a simple account of the leading principles and prac- 

tices of economics. Its aim is to give interesting, thought-provoking 

material, and to meet the need for careful consideration, analysis and 
systematization. Recognizing the practical importance of a firm grounding 
in fundamentals it attempts to broaden the basis for sound economic judg- 
ment that is increasingly essential for an understanding of today’s complex 
economic problems. In its authorship, the book is fortunate in presenting 
the combined experience of well-known economists and teachers. Excep- 
tionally clear, understandable charts, tables, and diagrams are included. 


Outline of Chapters 


The Nature and Scope of Economics Foreign Trade 
Framework of Economic Life Business Cycles 
Organization of Business Enterprises Distribution 
Production Wages 
Marketing | Labor Problems 
The Marketing System Labor Unions 
Consumption Rent 

The Consumer Interest 

The Value Problem 


Profits 


Demand Forese Distribution of Income and Wealth 


Cost of Production and Supply 


; isti ses Risk, Insurance, Speculation 
+r paged and Monopolistic Competition Public tect 
Banking Processes and Institutions Taxation 7 
The American Banking System Government and the Economic System 
The General Price Level Reconstruction of the Social Order 
486 pages $3.25 
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THE SOUTHERN ECONOMIC ASSOCIATION 


President 


OFFICERS OF THE SOUTHERN Economic ASSOCIATION: 
Harlan L. McCracken, Louisiana State University | 


Vice-Presidents 
Joseph J. Spengler, Duke University 
Herman H. Chapman, University of Alabama 





Secretary-Treasurer 
James E. Ward, Clemson College 


Editors of Publications: 
E. H. Anderson, University of Alabama 
J. V. Van Sickle, Vanderbilt University 
R. P. Brooks, University of Georgia 


EXECUTIVE COMMITTEE 
OFFICERS OF THE ASSOCIATION 
and 
T. W. Glocker, University of Tennessee 
D. Clark Hyde, University of Virginia 
E. Z. Pater, University of Kentucky 


Membership dues in the Association are: annual $3.00, 
sustaining $5.00, contributing $10.00, life $60.00, institutional 
$10.00. Membership fees include $2.00 in payment for a year’s 
subscription to the Southern Economic Journal at the special rate 
granted to members of the Southern Economic Association. 


Applications for membership should be addressed to 
James E. Ward, Clemson Agricultural College, Clemson, South 
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Distinctive McGraw-Hill Books 





RUDIMENTARY MATHEMATICS FOR 
ECONOMISTS AND STATISTICIANS 


By W. L. Crum and Joseru S. ScHuMPETER, Harvard University 


203 pages $2.50 
Presents rudimentary ideas and operations essential to any effective reasoning by 
economists and statisticians. Intended for the beginner whose mathematical 
background is limited to first courses in algebra and geometry. 


FINANCING BUSINESS 
DURING THE TRANSITION 


By CuHartes C. Appott, Harvard University 
Committee for Economic Development Research Study. 
145 pages $1.75 
Examines the financial position and financial problems of industry during the transi- 
tion, and directs attention to the part that public policy can play in solving financial 
problems of private business during this period. 


TRANSPORTATION: 
PRINCIPLES AND PROBLEMS 


By TRuMAN C. BicHAm, University of Florida 
Ready in June 
Seeks to promote the establishment of more rational transportation policies. Covers 


railroads, moior carriers, pipe lines, airways, and inland coastwise and intercoastal 
waterways, treated jointly from a functional point of view. 


ECONOMIC STAGNATION 
OR PROGRESS 


By Ernst W. SwANSON and EMERSON P. SCHMIDT 
212 pages $2.50 
A critique of the Keynes-Hansen school of economic stabilization, whose doctrines 
launched the movement for direct government participation in the economic life of 
the nation. Emphasis is placed on the role of the price system in the allocation and 


employment of resources. 
INFLATION 
AND THE AMERICAN ECONOMY 


By Seymour E. Harris, Harvard University 
525 pages $5.00 
Studies the present-day American economy with special emphasis on the forces 
tending to bring about inflation. Discusses supply, production, productivity, 


demand, monetary expansion, the rate of interest, income expansion, etc., with 
regard to their inflationary potentials. 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, Inc. 


330 West 42nd Street New York 18, N. Y. 

















